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The Canadian Bank of Commerce 


Rights expire May 17, 1957 


We recommend The Canadian Bank of 
Commerce shares for investment and 
remind investors that the present Rights 
expire shortly. 


If you are a shareholder of the Bank we 
offer our facilities for you to exercise your 
Rights...purchase additional Rights or 
Shares...or sell all or part of your Rights. 


sates eodiiniindi If you are not a shareholder but wish to 

icant purchase shares of the Bank we will gladly 

tell you the most advantageous way to 

buy . . . either by the purchase of shares or existing 

Rights. Drop in to our branch nearest to you... write, 
or telephone us today. 


A. E. Ames & Co. 


Business Established 1889 
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UNDERWOOD SUNDSTRAND MEANS 


Up to 30% 
faster 
posting 


Ne; 


Exclusive 10-Key Keyboard 
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Underwood Sundstrand’s 10-key Key- 
board is fast and accurate because it is 
compact, and operated by touch method 
that is easy to learn. The operator’s eyes 
need never leave the posting media, a 
factor that helps speed up posting as 
much as 30%. 


MOST AUTOMATIC! The Underwood 
Sundstrand automatically prints dates, 
selects the debit or credit column, com- 
putes and prints balances, proves the 
accuracy of each posting—and the 
carriage opens and closes automatically 
for quicker form handling. 


underwood ” MOST VERSATILE! One machine can 


LIMITED 


ACCOUNTING MACHINE 
DIVISION 


The Origine! 
Touch Method 
Keyboerd 


HEAD OFFICE: 
135 Victoria St., Toronto 1, Ontario, 


COMPANY OWNED BRANCHES AND SERVICE 
IN ALL PRINCIPAL CANADIAN CITIES 


be used for more than one job and instantly 
adapted by the operator. 


| 
UNDERWOOD LIMITED, 135 Victoria St., Toronto 1, Ont. 


Please send me illustrated folder describing 
Underwood Sundstrand Accounting Machines. 
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INDUSTRIAL MENT BANK 


65 Spring Garden Rd. = HALIFAX WINNIPEG = 195 Portage Ave. E. 


901 Victoria Sq¢. - MONTREAL CALGARY = 513 Eighth Ave. W. 


85 Richmond St. W. - TORONTO VANCOUVER = 475 Howe St. 





Canada’s most successful photocopier ! 


TSandavelops BOOK COMBI 


No other single unit can give you all this and at 
such a low price. 


@ Copies from thick books or bound docu- 
ments without removing the page. 


« ee og coloured, ball point, ink, spirit 
salen Seewalied avtieade ts. 


@ Copies in any kind of light. 
@ No dial changes for 95% of jobs. 
@ More than one copy from the same negative. 










For further details or a free trial:— 


BLOCK & ANDERSON (Canada) LTD. 


Head Office: 6333 Decarie Blvd., Montreal, P.Q. Tel. RE 7-1114 
Branches in: TORONTO OTTAWA VANCOUVER HALIFAX CALGARY 
Telephone: WA 4-7788 PA 2-3491 PA 8738 35621 22943 








SS 








Insurance 
protection 
is 
most 
important 








When a shipment is made—title passes—and you create an account 
receivable. You are more certain of the end result—PROFIT—when 
you protect accounts receivable with Credit Insurance. That’s why an 
increasing number of executives have decided that NO cycle of pro- 
tection is complete unless capital invested in accounts receivable is 
insured by ACI. To learn more about Credit Insurance, call or write 
AMERICAN CREDIT INDEMNITY COMPANY of New York, Dept. 62, 
Montreal, Quebec, Sherbrooke, Toronto, Hamilton, Woodstock or 
Vancouver. 


Liquidity of capital is the 
prime responsibility of management. 
Protect your working capital 


invested in accounts receivable 
wih American 
Credit 
insurance 












TEAMWORK 
IN 
ESTATE 
PLANNING 


Mretiire 
rg. 
Te 
Toronto 
COMPANY LIMITED Edmonton 


No, 
we don't 
employ 
beautiful 
spies! 


... but, executives in business and industry 
do benefit from the work done for them 
by the Commercial Intelligence Division 
of Imperial Bank of Canada. For example, 
this skilled department prepares reports 
and briefs concerning industrial sites, 
marketing opportunities and_ situations, 
facilities, and manufacturers’ agents. See 
your local Branch Manager of Imperial 


for complete information. 





CHARTERED ACCOUNTANT 
LIFE UNDERWRITER 

LEGAL COUNSEL 
CORPORATE EXECUTOR 


Sooner or later all members of this 
team will be called on for advice 
and counsel. 

Particular skill is required where a 
family business or a private company 
is concern 
National Long ~* is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 
tration. 

Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


20 KING STREET EAST, TORONTO, ONTARIO 
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H. F. HERBERT, C.A. 

The uncomplicated internal struct- 
ure of the Federal Government’s Tax- 
ation Division, as described by H. F. 
Herbert in “How the Federal Tax De- 
partment Operates”, is the highlight 
of this author’s timely article. By any 
standards, the Taxation Division op- 
erates a large scale business with col- 
lections exceeding $2% billion annual- 
ly. The Division employs 6,300 regu- 
lar personnel in its 30 locations and, 
according to the author, an able meth- 
ods group is continually directing its 
activities to making improvements in 
procedures and equipment so as to in- 
crease the economy of effort and 
efficiency in all phases of the Di- 
vision’s activities. 

Mr. Herbert is Director of Planning 
and Development of the Taxation Di- 
vision of the Department of National 
Revenue and has served in various 
branches of the Division during the 
past 12 years. He obtained his cer- 
tificate in chartered accountancy in 
1944 and is a member of the Institutes 
of Chartered Accountants of British 
Columbia and Alberta. 


A. F. D. CAMPBELL, C.A. 


Adequate methods of forward 
planning play a large part in provid- 
ing business with the necessary de- 
gree of adaptability to enable it to 
survive and prosper. With the use of 
modern techniques of cash forecast- 
ing, it is possible to make a thorough 
survey of the sources from which cash 
will flow into a business and deter- 


mine a relationship between short and 
long term financing arrangements. 

After expressing this viewpoint, 
Desmond Campbell, author of “Cash 
Forecasting”, outlines the normal 
starting point of the cash forecast. He 
takes the reader through the various 
stages covering sales and market pro- 
jection, the purchasing program, 
financial implications of the labour 
bill and outlines the effect of each 
on the various phases of the forward 
planning program. 

As associate controller of Ford 
Motor Company of Canada Limited, 
Mr. Campbell is closely associated 
with the function of financial plan- 
ning. Before joining Ford he spent 
some years as vice-president and di- 
rector of Stafford Foods Limited and 
Stafford Metal Industries Limited. 
From 1945 to 1950 he served with the 
International Refugee Organization in 
Geneva as director of accounts and 
audits and controller concurrently, 
which involved him in the operation 
of over 40 sea-going vessels and an 
immense purchasing program to pro- 
vide food and medical care for mil- 
lions of European refugees. He draws 
upon this experience of balancing for- 
ward expenditures with anticipated 
revenues for a great part of his knowl- 
edge of the extensive use of modern 
techniques of forward planning. Mr. 
Campbell articled with Peat, Marwick, 
Mitchell & Co., Winnipeg and, since 
1941, has been a member of the In- 
stitute of Chartered Accountants of 
Manitoba. 


PAUL HICKEY, C.A. 

Urbanization has brought increased 
demands not only for current services 
of municipal governments but for ser- 
vices involving large capital expendi- 
tures. The preparation of annual es- 
timates today is a formidable task and 


requires the experience of a_ well 
Continued on page 296 
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YOUR PENSION FUND DOLLARS” 


A BOOKLET OUTLINING A NEW INVESTMENT 
METHOD FOR PENSION FUNDS UNDER 
OUR ADMINISTRATION 





You may obtain a copy 
of this booklet by tele- 
phoning or writing our 
office nearest you. 


This modern method combines 
the advantages of individual 
management of investments 
with those obtainable through 
the pooling of investments with 
other comparable funds. 


Under this investment approach, 
it is now possible to retain com- 
plete freedom of choice be- 
tween classes of investments 
while gaining the important 
advantages of wider diversifica- 
tion, increased security, greater 
flexibility and simplicity of man- 
agement. 


This is achieved through partici- 
pation, in variable proportions, 
in one or more of three Classi- 
fied Investment Funds to suit the 
particular circumstances and 
objectives of the Pension Plan. 


THE 


ROYAL TRUST 


COMPANY 


OFFICES ACROSS CANADA FROM COAST TO COAST 
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LEADERS IN ALL PHASES 
OF REAL ESTATE 
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Leasing 
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Somerset House, 27 Wellesley St. East 
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—Multiple forms take less typing, 
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G&T CARBONIZED 
FORMS 


SNAP SETS or 
“HOT SPOT” CARBONIZED 


FREE SAMPLE FORMS - DESIGN 
SERVICE - MODERN PRODUCTION 
FACILITIES 


For complete information call our 
SYSTEMS DEPARTMENT 


HI. 4-6671, or write 33 Green Belt 
Drive, Don Mills, Toronto 
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qualified accounting staff before the 
treasurer is faced with the job of 
guiding these estimates through the 
Board of Control and the Council. In 
“Financial Control of Ontario Muni- 
cipalities”, Paul Hickey who, at $1 
years of age, was appointed treasurer 
of Canada’s 5th largest city, looks at 
the problem of municipal financial 
control and its relationship with the 
Government of Canada and the Prov- 
ince of Ontario from the point of 
view of an insider with considerable 
experience. 

Mr. Hickey has been teasurer of the 
City of Hamilton since 1954. He be- 
gan his work in the municipal field in 
1950 in the Department of Municipal 
Affairs before going to Hamilton in 
1953 as assistant commissioner of 
finance. He is a frequent speaker on 
municipal financial topics. Mr. Hickey 
is a member of the Institute of 
Chartered Accountants of Ontario and 
the Municipal Finance Officers As- 
sociation of the United States and 
Canada. 


W. S. HULTON 


When a small company needs addi- 
tional capital it can only expect to 
succeed in tapping potential sources if 
it possesses unusual attractions which 
can stand up under searching and ex- 
pert examination. It should be remem- 
bered also that the lender, who cannot 
be an expert in every industry, will 
want to know all about the com- 
pany and the people in it. In “Capital 
for Small Business” Wm. S. Hulton 
tells how, in the course of his work, he 
appraises the financial management of 
a company for investment purposes 
and what steps should be taken by 
the company to ensure that it is in a 
good position to warrant putting in 
risk capital. 


Continued on page 298 
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** She sure needs a time-saving Friden” 


There are fourteen Friden calculators to suit every business. 
Solve the problems of inventory, payrolls and invoices with greater 
’ speed, greater accuracy with an automatic Friden calculator. Or, if 
you are handling sales reports or budgets, do it automatically with 
a Friden. The Friden’s 26 time-saving features include: automatic 
clearing after each calculation; automatic division, positive keyboard 
lock and individual column locks. 
The Friden does more operations " 

without operator decisions than any a ee N 
automatic calculator. This saves time I) 


—and money. FIGURES FASTER 









Learn more about the time-saving 
Friden—priced much lower 
than you'd think ! Write or 
phone for a remarkable 
15-minute demonstration. No 
obligation of course. 


Sales and Service across Canada 


JOSEPH McDOWELL SALES LTD., CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 
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Mr. Hulton is a graduate of Oxford 
University and served his chartered 
accountancy apprenticeship with 
George A. Touche and Company, 
London, England. In 1953 he started 
the Canadian subsidiary of the Char- 
terhouse Industrial Development 
Company Limited, an English firm 
which was organized to assist, by 
direct investment, the expansion of 
small and medium sized companies 
in Canada. He is currently vice- 
president and general manager of 
Charterhouse Canada Limited. Mr. 
Hulton is a member of the English 
Institute of Cost and Works Account- 
ants and the Institute of Chartered 
Accountants of Scotland. 


H. M. BELYEA, C.A. 


A new approach to the problem of 
accounting for fixed charges during a 
period of no operations is proposed 
by Harry M. Belyea in “Accounting 
for Plant Shutdowns”. The author 
outlines a system whereby overhead 
and profit variances during shut- 
down periods will be recognized and 
overhead, administration and other 
charges assessed accordingly. 


Mr. Belyea is comptroller of Can- 
adian Aviation Electronics Limited 
(Western Division). He obtained his 
certificate in chartered accountancy in 
1948 and is a member of the Institute 
of Chartered Accountants of Man- 
itoba. 


EDITORIAL 

One of the most convincing signs 
that the accounting profession has 
won public recognition is its willing- 
ness to work for the public without 
thought of personal gain. In “For the 
Common Good”, this month’s editorial 
by John A. Wilson, the author draws 
attention of readers to a particular 


case of such public service. It can be 
duplicated many times by other ex- 
amples of how the profession is taking 
an active part in matters affecting the 
economic welfare of the country and 
its citizens. 

Mr. Wilson is a partner in George 
A. Touche & Co., with whom he has 
been associated since 1928. He ob- 
tained his certificate in 1933 and was 
elected a Fellow of the Institute of 
Chartered Accountants of Ontario in 
1947. A past president of the Ontario 
Institute and former chairman of the 
Board of Governors, Canadian Tax 
Foundation, Mr. Wilson is now a 
member of the Executive Committee 
of The Canadian Institute of Char- 
tered Accountants. 


A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 


Brings together articles especially 
written to assist students prepar- 
ing for their chartered accountant 
examinations. 


Price 30c a Copy 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 
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... 950 automatic 


So right for small business accounting 


Yes, when you couple the low, low price of the Burroughs 
Director Accounting Machine with its very special “‘big 
machine” speed features, you'll agree it is just the ticket 
for small and medium-sized businesses. There’s fast front 
feed, short-cut keyboard, automatic carriage tabulation 
... and that’s only the beginning! 


For the full story and a complete demonstration why 
not call our nearby branch office. You’ll see how to make Burroughs 
your step up to automatic accounting as economical as it Director 
is practical! Burroughs Adding Machine of Canada, 


‘at : 7 HINE 
Limited. Factory at Windsor, Ontario. a 


“Burroughs” is a trademark. 
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“Accounting Terminology” 

An extended study sponsored by 
the Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants 
has resulted in the publication this 
month of “Accounting Terminology”, 
a dictionary of the major accounting 
terms and phrases. This volume, 
kept to convenient size by careful 
selection, presents simple concise 
definitions, more elaborate explana- 
tions where required, as well as al- 
ternative meanings in accounting and 
other contexts. It is available from 
the Canadian Institute at $2.00 to 
members, $2.50 to others. 


Members Directory 1957-58 

The preparation of the 1957-58 edi- 
tion of the Directory of Canadian 
Chartered Accountants is now under 
way and forms are currently being 
sent to all members with a request to 
return them to the printer promptly. 
It is important that this be done to 
ensure accurate and complete list- 
ings. It is expected that the direc- 
tory will be published in September. 


Topical Research Bulletin 
“Statements without Audit” is the 
subject of Accounting Research Bul- 
letin No. 13 issued last month by the 
C.1.C.A. Committee on Accounting 
and Auditing Research and mailed to 
every member of the Canadian In- 
stitute. Realizing that many practi- 
tioners are called on to prepare finan- 


NOTES AND COMMENTS 


ed cere) 


cial statements without sufficient ex- 
amination to permit the expression of 
an opinion, the Research Committee 
recommends that each such state- 
ment should be accompanied by a 
disclaimer by the accountant which 
makes it clear that he is not giving 
an opinion. The full text of the bul- 
letin appears on page 342-3 of this is- 
sue. It is available from the Cana- 
dian Institute to non-members at 15c 
a copy. 


Brochure on Grain Accounting 


In response to several requests, the 
series of articles on grain accounting, 
which has appeared in The Canadian 
Chartered Accountant during the past 
year and a half, is being published in 
booklet form. Orders for copies may 
be placed now at $1.25 each, or $1.00 
each for quantities of 25 or more. 


Board of Examiners Meet 

The Board of Examiners-in-Chief 
of the Provincial Institutes of Chart- 
ered Accountants will meet at Mont 
Gabriel, Quebec on April 11, 12 and 
13 to prepare the 1957 uniform ex- 
aminations. 


C.1.C.A. New Staff Member 


Gordon Kennedy has _ recently 
joined the staff of the Canadian In- 
stitute as press and public relations 
officer. Mr. Kennedy comes to the 
Institute from the Turnbull Elevator 
Company Limited where he served 
as editor of the company’s external 
magazine with special responsibilities 


Continued on page 302 
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new push-button way to write payroll 


Here’s an innovation that makes ordi- 
nary payroll methods old-fashioned. All 
you do is write—the McBee Tab Poster 
does the rest. In three quick, easy steps. 
With fingertip control and accuracy. 


All payroll records are posted in one 
writing—and on one fixed line. 


Equally adaptable to weekly payrolls 
numbering thousands, or to semi- 
monthly payrolls of less than fifty. And 
personnel is so easily trained. 


The nearby McBee man will be glad to 
demonstrate the Tab Poster’s exclusive 
‘advantages. Phone him, or send us 
the coupon. 


THE McBEE COMPANY LIMITED 


179 BARTLEY DRIVE, TORONTO 16, ONTARIO—DIVISION OF ROYAL McBEE CORPORATION 


Sales and Service in Principal Cities across Canada 


To: Tab Poster, The McBee Company Limited 
179 Bartley Dr., Toronto 16, Ont. 
Please send me information on the McBee Tab Poster. 


NAME 
FIRM 
ADDRESS__ CITY___ 


PROV. NO. OF EMPLOYEES. 


ZONE 
TYPE OF BUSINESS. 
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in public relations and sales promo- 
tion. He was previously for 7 years 
with Canadian National Communica- 
tions in Toronto working in the edi- 
torial and promotional field. 


Punched Cards for Tax Accounting 
in Winnipeg 

On January 1, 1957 the city of 
Winnipeg began processing its assess- 
ment roll, tax roll, tax bills, and water 
utility bills on punched card equip- 
ment. This makes Winnipeg’s ac- 
counting and billing procedures al- 
most completely mechanized. 

The city has also made other 
changes in its tax procedures. It has 
discontinued use of discounts for 
realty and business taxes and water 
bills when these were paid in ad- 
vance of the due date. It has auth- 
orized chartered banks in the Greater 
Winnipeg area to accept city realty 
taxes during the months of May and 
June, when taxes are due without 
penalty, provided there are no arrears 
and the taxpayer pays the full amount 
of the taxes owing. 


Inter-American Conference 


The Inter-American Accounting 
Conference will hold its fourth meet- 
ing in Santiago, Chile, November 15- 
23, 1957. Last meeting of the con- 
ference was held in Sao Paulo, Brazil, 
in November 1954. 


Meeting for Integration 

More than 2,000 members of the 
Institute of Chartered Accountants in 
England and Wales attended a 
special meeting of the Institute in 
February when the first official step 
was taken towards putting into ef- 
fect the proposed plan for integrat- 
ing the Society of Incorporated Ac- 
countants with the three British In- 


stitutes of Chartered Accountants. 
The resolution submitted to the meet- 
ing was passed with the required 
two-thirds majority. A poll of the 
whole membership of the Institute 
has still to be taken. 


Accounting among Nations 


That the national accounting of 
many countries may one day be ex- 
pressed in one language is the hope 
contained in a group of reports re- 
cently published for the National 
Bureau of Economic Research by 
Princeton University Press. Based on 
a meeting called by the Conference 
on Research in Income and Wealth, 
the reports deal with some prelimin- 
ary results of a project to develop a 
worldwide accounting of transactions 
between world areas. The study was 
undertaken by the National Bureau of 
Economic Research under a grant 
from the Ford Foundation. 


In Parliament: 

Welcome news for chartered ac- 
countants was contained in the bud- 
get speech of March 14 when Finance 
Minister Harris announced a pro- 
posal to allow professional and other 
self-employed people to claim a tax 
deduction of up to 10% of earnings 
(maximum $2,500) on payments to 
approved retirement savings plans. 
Taxpayers now participating in em- 
ployee pension plans may purchase 
eligible annuities outside the plan to 
a limit of $1,500 for the total of pen- 
sion plan and annuity payments. It 
is expected that a system would be 
set up whereby the portion of insur- 
ance premiums covering an annuity 
provision within an insurance policy 
will also be deductible. 

Under the provisions of the budget, 
dues paid to professional societies 
may be deducted even if they are not 


a condition of employment. The tax- 
Continued on page 304 
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Announcing 


“ACCOUNTING TERMINOLOGY” 


A dictionary of accounting terms, which represents the results 
of extended study sponsored by the Committee on Accounting and 
Auditing heomak of the Canadian Institute of Chartered Account- 
ants. 


This is a book of words and phrases of importance in financial 
statements and in other aspects of accounting. By careful selection 
the volume has been kept to convenient size. It presents: 

—Simple concise definitions. 

—Extended explanations where needed. 

—Alternative meanings in accounting and other contexts. 
—Warnings of pitfalls where uniformity has not been reached. 
—Recent developments in accounting terminology. 
A copy of "Accounting Terminology" should be on the desk of 


every accountant and financial executive. It will also be invaluable 
to lawyers, analysts, investors, instructors and students. 


Special Price to Members $2.00 
Regular Price $2.50 


Order now by filling out the convenient coupon below. 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East 
Toronto 5, Ontario 

for which | enclose $ 


Please send me copies of “Accounting Terminology" at 
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payer may take the option of a flat 
deduction of $100 from personal in- 
come on account of medical expenses, 
charitable gifts, and union or profes- 
sional dues. Other features of the 
budget include slight increases in 
family allowances and old age pen- 
sions and the removal of the 10% sales 
tax on tea, coffee, cocoa and other 
groceries. 

The Government of Canada ended 
its fiscal year on March 31 with a 
surplus of $282% million and antici- 
pates a surplus of $152 million for the 
coming year. 

A full commentary on the provi- 
sions concerning pension payments 
for the self-employed will appear in 
the May issue of this journal. 


® 2 2 


M. J. Cotpwe.i: In view of the 
enormous profits that are made on 
Trans-Canada Pipe Lines, Trans 
Mountain Pipe Line and so on, does 
the Minister not consider that it is 
time we should be considering a cap- 
ital gains tax? 

Hon. W. E. Harris (MINISTER OF 
Finance): It has always been the 
policy of this government and, so far 
as I know, it is at this moment, that 
we would not impose a capital gains 
tax. As far as I am concerned, I am 
not prepared to recommend it to my 
colleagues. 

— Hansard, February 19, 1957 


* oO 2 


E. G. HanseEtt: Is it expected that 
there will be any revision in the Suc- 
cession Duty Act at this session? 

Hon. W. E. Harris (MINISTER OF 
Finance): The House may recall that 
we did say last year that we expected 
to bring forward the revision of the 
Succession Duty Act. We were not 
able to do that, as hon. members may 
suppose from the length of the ses- 


sion. We have a revision almost com- 
plete at the present time but I do not 
think there will be an opportunity 
during this session to bring it before 


the House. 
— Hansard, February 19, 1957 


Canada Year Book 1956 

The 1956 edition of The Canada 
Year Book has just been published by 
the Dominion Bureau of Statistics. 
Special feature articles in this edition 
include “Mapping and Charting in 
Canada”, “Financial Administration of 
the Government of Canada”, “The Na- 
tional Capital Plan” and “The Fed- 
eral-Provincial Forestry Agreements”. 
Copies are available from the Queen’s 
Printer, Ottawa, at $4 each. 


Cost Accountants Conference 

In a 3-day integrated meeting at 
the Banff Springs Hotel from June 
24 to 26, the 36th Cost and Manage- 
ment Conference of the Society of 
Industrial and Cost Accountants of 
Canada will study the three aspects 
of identifying, assessing and finan- 
cing specific sources of profit. Ad- 
dresses will be given by F. S. Capon, 
C.A., secretary and treasurer, Du 
Pont Company of Canada (1956) 
Ltd., Montreal, Dr. Joel Dean, presi- 
dent, Joel Dean Associates, Hastings- 
on-Hudson, N.Y., and J. G. Chaston, 
secretary-treasurer, Pemberton Se- 
curities Ltd., Vancouver. 


In the News 

Louis Jacoss, F.C.A. (Sask.) has 
been appointed Deputy Minister of 
Municipal Affairs of the Province of 
Saskatchewan. 


Help Fight Cancer 

The money raised during the Can- 
adian Cancer Society’s campaign for 
funds this month will be used to sup- 
port a rapidly expanding cancer re- 
search program, cancer education and 
welfare services. 
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THIRD SUMMER SCHOOL IN ACCOUNTANCY 


McGILL UNIVERSITY, MONTREAL 
JULY 8 THROUGH AUGUST 2, 1957 


The aim of the School is to educate broadly in accountancy 
and the studies will provide thorough revision for the Inter- 
mediate and Final C.A. examinations. 

Students will be required to live on the Campus and mod- 
erate rates will be charged. They thus live together under full- 
time university conditions, learning by the day-to-day exchange 
of ideas. 

The School will be divided into two sections taking respec- 
tively the Intermediate and Final C.A. syllabus as their outline 
of studies. Classes will be held, Monday through Friday, from 
9 to 12 noon and from 2 to 5 p.m. Week-ends will be free for 
the enjoyment of Montreal’s vacation facilities. 

Direction of the School will be under Kenneth F. Byrd, 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, assisted 
by members of the School of Commerce staff and others. 


For details apply promptly to the School of Commerce, 
Summer School in Accountancy, McGill University, Montreal. 


B an k Blank, per 100 


run 


Confirmation | 5.10 additional 


ordered at same time $3.50 


Imprinted (minimum 
500) 


Fo rms Postage or Express Collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 








Capital for Industry 






Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 








Our services are always available without obligation 
to members of the accounting profession 







320 Bay Street, Toronto 
EMpire 6-8011 
Montreal Kingston Quebec Calgary Vancouver 


Distributors Hamilton Kitchener London Edmonton Winnipeg 
New York 









COAST TO COAST SERVICE 


Members of the Accounting profession are invited 
to discuss Estate and Trust problems with our 


Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 820 BAY STREET, TORONTO, ONT. 


HON. T. D’ARCY LEONARD, C.B.E., Q.C., President 
W. LEO KNOWLTON, Q.C., General Manager 


BRANCHES: HALIFAX, SAINT JOHN, MONTREAL, PORT HOPE, TORONTO, HAMILTON, 
BRANTFORD, WOODSTOCK, WINNIPEG, REGINA, EDMONTON, 
VANCOUVER, VICTORIA 








Editorial 


FOR THE COMMON GOOD 


MEMBERSHIP in a profession involves a responsibility to the com- 
munity and public generally, over and above the more mercenary 
objectives of performing adequate technical services for specific 
clients. Chartered accountancy is no exception, and our members 
have demonstrated a willingness to recognize this obligation. 

One example of their public service is the work of the Joint 
Committee on Taxation of the Canadian Institute of Chartered 
Accountants and the Canadian Bar Association which has recently 
received publicity in the financial and daily papers. 

Practising chartered accountants are well qualified to act as tax 
consultants to their clients. Knowing that the more difficult the 
taxation problems are, the more the clients will require their help, 
they might have taken the narrow view and kept their “trade secrets” 
to themselves with the hope of reaping greater financial benefits. It 
is a real acceptance of their professional responsibility to serve on 
this joint committee working for the common good without thought 
of personal gain. 

In selecting subjects for recommendations, the committee draws 
not only upon its own members but upon the Taxation Committees 
of Provincial Institutes. The latter, in addition, frequently arrange 
public meetings to discuss tax matters and invite business people and 
members of other professions to attend. 

All this effort culminates in a brief which is jointly prepared and 
forwarded to the Ministers of Finance and National Revenue. Shortly 
after, representatives of the committee make a personal visit to 
Ottawa to talk about the points raised. 
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Over the years the submissions of the joint committee have been 
predominantly on income taxes but they also cover the Excise Tax Act. 
Some have involved major government policies; others have dealt 
with unfortunate wordings in legislation and regulations, inconsistent 
application of principles, differences between the taxing authority 
application and business practice, inequities, etc. While it cannot be 
claimed that all of the committee’s recommendations have been 
adopted, it is safe to say they have played an important part in 
bringing about amendments in the Acts. The reception accorded 
these submissions in Ottawa indicates that the government repre- 

sentatives regard them as constructively helpful. 

Jn addition to rendering a service, by submitting these joint recom- 
mendations, our members are showing the advantages of having the 
chartered accountant and the lawyer work together, each contribut- 
ing his special skill and experience. 

Another symbol of public service and of cooperation with the other 
professions is the Canadian Tax Foundation, co-sponsored by the 
Canadian Institute of Chartered Accountants and the Canadian Bar 
Association. This non-profit organization, widely recognized for its 
independent research in the fields of taxation, contributes in a very 
important way to the dissemination of authentic tax information and 
to the development of better taxation laws and procedures. 

It is through work like this that the members of the Canadian 
Institute have earned the reputation they enjoy with the public and 
government alike. Their adherence to high professional principles 
has made it possible for them to render valuable assistance to clients 
and, at the same time, preserve their independence and place of 
honour in the community. 
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Cash Forecasting 


A. F. D. CAMPBELL 


INDUSTRIAL PROGRESS IN the past de- 
cade has introduced a new rate of 
speed and complexity into the con- 
duct of business. Economic changes 
are sharper; obsolescence rates are 
higher; competition is keener; vague 
possibilities have a way of translat- 
ing themselves suddenly into startling 
realities. The risks of trade in this 
volatile market have risen greatly, 
but the opportunities for improved 
earnings are immense. Modern busi- 
ness has found it more necessary than 
ever before to take a _ watchful, 
searching and coordinated approach 
to the future. Forward planning has 
become one of the most serious pre- 
occupations of top management. 

A fundamental element in forward 
planning is the establishment of a 
continuous balance between the cash 
position and the other aspects of the 
plan. Otherwise, of course, vital 
parts of it may be encumbered or 
brought to a complete halt through 
lack of liquid funds; or conversely, 
accumulations of cash may be immo- 
bilized, with consequent loss of po- 
tential earnings. 

Normally, the whole forward plan, 
of which the cash forecast is an in- 
tegral part, can be set forth in fairly 
realistic terms and in meaningful de- 


tail for several months ahead. There- 
after, the plan becomes of necessity 
more generalized and may be pro- 
jected from three to five or more 
years. The short term plan, being 
measurable against recent actual per- 
formance and current trends, will 
bear on those relatively tangible 
problems already facing the business 
and demanding immediate attention. 
The long range plan is subject to 
such broad influences as national eco- 
nomic trends, the effect of technologi- 
cal and competitive progress on cus- 
tomer demand, and the development 
of new products and new markets. 
These forces direct management into 
continual reappraisal of manufactur- 
ing facilities, methods of procuring 
materials, labour supply and of the 
future cost-selling price relationships. 
In all of this work, the cash forecast 
plays an important role because it 
covers an area which is highly sen- 
sitive to changes of all kinds. 


Determining Sales Projection 

The normal starting point of the 
cash forecast is the determination of 
the gross sales figures upon which the 
production, purchasing, facility and 
most other aspects of the forecast de- 
pend. It is therefore desirable that 
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the sales projection be expressed in 
the greatest degree of detail for which 
there is logical support. Accuracy 
in sales forecasting is essential, and 
it is almost needless to remark that 
inaccuracy will render the cash fore- 
cast quite useless, if not harmful. 


The accurate determination of sales 
requires a thorough survey of the 
market available to the entire indus- 
try for products of a similar or allied 
nature. It is then necessary to con- 
template the share of this market 
which is feasibly obtainable by the 
particular business, both on the short 
and long term. Here consideration 
must be given to the competitive sta- 
tus of its products in price, quality, 
reputation, and all other aspects bear- 
ing on customer acceptance. The de- 
velopment of such a sales potential 
will generate a number of questions 
which are worthy of careful study 
and management decision. To what 
extent does the sales potential match 
the existing manufacturing facilities, 
marketing organization and man- 
power supply of the business? Of 
the available market, what selection 
of products is best calculated to maxi- 
mize sales of the profitable lines and 
still provide assurance of adequate 
volume to cover fixed charges? To 
what extent are the risks involved in 
expansion of facilities justified by the 
return which the attainable added 
volume will yield? If an investment 
is made in additional plant, how long 
will it take to recover the cash so ex- 
pended through the marginal cash 
revenue arising from the added vol- 
ume? These or similar questions need 
to be answered in conjunction with 
the proper determination of projected 


sales. 


For the purpose of the cash fore- 
cast it is, of course, necessary to plot 
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the sales projections in terms of gross 
cash receipts. This procedure may 
be quite complicated depending on 
the nature of the business. Frequent- 
ly, certain products or portions of 
certain product lines will be sold to 
customers whose payment habits vary 
from normal credit terms. Also, the 
payment behaviour of the same cus- 
tomers may vary on a seasonal pat- 
tern throughout a year. Where the 
company is engaged in export opera- 
tions, the cash forecast must make al- 
lowance for shipping delays and for- 
eign exchange transactions. Since 
the cash forecast deals in gross rev- 
enue, it is necessary to include in the 
sales revenue such additional items 
as freight and taxes, where it is the 
practice for the vendor to pay and 
add them to the invoice. These add- 
ed charges often bulk quite large and 
may differ considerably among types 
of products and the geographical des- 
tination points of delivery. These 
are but a few examples to illustrate 
the factors which are encountered in 
the accurate forecasting of sales rev- 
enue. Once a business has gained 
experience in this type of close esti- 
mating, it is usually possible to de- 
velop a number of mathematical 
formulae, the use of which not only 
speeds preparatory work but also en- 
sures that no factors are overlooked. 


Estimating Material Requirements 
After the sales projection, the next 
most important item in forward plan- 
ning is usually the estimate of pur- 
chased materials. It is an area where 
the planning techniques can contrib- 
ute tangibly to improved results. 
The sales projection provides a 
guide so that material requirements 
can be plotted into the future. With 
advance knowledge, the procurement 
of material purchases can be explored 
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‘CASH FORECASTING 


more thoroughly, and full advantage 
can be taken of competitive situations 
as well as seasonal fluctuations in a 
variety of commodity markets. Also, 
negotiations can be discussed in 
terms of larger quantities at more fa- 
vourable prices. | Therefore, while 
the buying will be based on the sales 
projection, there may be a consider- 
able time lag between receipt of cash 
and the demands for cash disburse- 
ments created by the purchasing pro- 
gram. Advantageous purchasing ar- 
rangements may frequently cause a 
heavy drain on cash funds during a 
period when sales revenue is at a low 
point. Conversely, cash accumula- 
tions from sales may pile up in a later 
period when the business is realizing 
on an inventory bought in prior 
periods. 

Hence the cash forecast has a most 
beneficial influence in the forward 
planning of the purchasing program. 
Properly used, it enables manage- 
ment to foresee the need and test the 
availability of short terms loans or 
other sources of funds. It also makes 
it possible to calculate the duration 
of loans and thereby to negotiate the 
most suitable and favourable finan- 
cing arrangements. It transpires 
that the purchasing program must be 
modified, this fact is made clear at a 
sufficiently early stage to allow the 
adjustment to be made at the least 
cost to the business. 


Implications of Labour Costs 

Of equal and often greater import- 
ance than the purchasing program 
are the financial implications of the 
labour bill. Modern techniques of 
forward planning are designed to en- 
able a manufacturing company to 
make the best possible working ar- 
rangements for its labour force. 
While any production program must 
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be kept sufficiently fluid to adapt to 
unforeseen market conditions, the 
basic concept will be to maintain a 
steady flow of work in regular hours. 
Apart from the highly desirable re- 
sults forthcoming from a congenial 
working atmosphere created by a 
level flow of work, important savings 
are obtainable when production is 
turned out by experienced hands and 
when overtime, training and other 
penalty costs are kept to a minimum. 
For this reason, the cash payout for 
wages may follow a different trend 
from cash receipts, although both 
factors are, in the long run, based on 
the sales projection. Here again the 
cash forecast fulfils a vital function in 
providing advance warning of any 
pressure on the cash resources which 
might arise from this situation. 

The preparation of the payroll sec- 
tion of the cash forecast is worthy of 
considerable research. The amounts 
involved are usually large and care 
must be taken to achieve a high de- 
gree of accuracy. Since the payroll 
takes time to prepare, the net wages 
will usually become payable several 
days after the end of the work week 
or period. This time lag may cause 
disproportionately high or low cash 
requirements in certain months. The 
payment pattern of the various pay- 
roll deductions and fringe benefits 
also requires careful study. For 
example, the funding agreement of 
pension plans may be sufficiently 
flexible that the business can make 
payments at times in the year best 
suited to its cash position. 


Effect of Other Items 

Observations made on the cash 
forecasting of sales, purchased ma- 
terials and wage payrolls apply in 
varying degrees to the many other 
items which are involved in the for- 
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ward planning of business operations. 
Business practice has caused many 
expenses to be incurred and paid for 
at times in the year which are not 
logically coordinated with either the 
needs of the business or its cash po- 
sition and frequently without any 
benefits in the form of reduced prices. 
Sometimes various supplies are car- 
ried in stock which are available at 
the same price on an immediate de- 
livery basis. Perhaps the premiums 
of insurance policies fall due at times 
which are inconvenient to the cash 
position of the company. Stationery, 
office and many plant supplies may 
be bought in quantity in, say, Janu- 
ary because it has become a habit to 
let the stock run low at the end of 
the year, regardless of the fact that 
January might be an awkward month 
for meeting cash payments. Ideally, 
the manner in which the expense 
budget is incurred and paid for 
should be arranged, as far as possible, 
to suit the trends of the cash position. 


Capital Expenditure Estimates 
When the receipts and disburse- 
ments arising from the trading activi- 
ties of the business have been plot- 
ted on the cash forecast, attention 
can be turned to the demands which 
will be imposed on the cash position 
by the capital expenditure estimates. 
The accelerated pace of modern busi- 
ness creates high obsolescence not 
only of tools, machinery and build- 
ings but also of the geographical 
suitability of entire manufacturing 
plants. In the past ten years, the size 
and frequency of these expenditures 
has become a matter of major con- 
cern to most aggressive companies. 
While the operating budgets will re- 
flect consequent increases in the de- 
preciation and other amortization 
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costs, the charges are nevertheless 
spread in the budget over a term of 
several fiscal periods. The cash fore- 
cast, on the other hand, must make 
provision for the entire outlays in- 
volved in new manufacturing facili- 
ties on, or close to, the dates of their 
acquisition. The function of the cash 
forecast is most important in equat- 
ing this type of anticipated cash bur- 
den with future sources of funds. 


The rise in industrial expansion 
generally has created a wide variety 
of competitive sources and methods 
of long term financing. Business can 
now come closer than ever to a fi- 
nancing plan tailored to its individual 
needs, although it may find the 


money market more selective. 


Highly topical in business and eco- 
nomic circles, at the present time, is 
the so-called “tight” money market. 
The government action which gen- 
erated this situation was intended to 
curb inflation. Certain businesses 
were bound to experience a down- 
ward trend in their sales, and to re- 
cognize the need to cut back on their 
purchasing programs and to defer 
plans for major plant extensions. The 
impact on business of the tight money 
policy is severe and somewhat typical 
of the volatile forces with which 
modern business is continually pre- 
occupied. With the use of modern 
techniques of cash forecasting, it is 
possible to make a thorough survey 
of the sources from which cash will 
flow into the business, to consider the 
possible effect which various eco- 
nomic forces may have on this flow 
and to determine a relationship be- 
tween short term and long term fi- 
nancing arrangements which is best 
suited to safeguard the interests of 
the particular business. 





a ee 








Financial Control of Ontario 
Municipalities 


PAUL HICKEY 





In Ontario there are approximately 
970 cities, towns, villages and town- 
ships. In addition, there are tens of 
thousands of boards and commissions 
which have been delegated, either 
by the legislature itself or by the 
council of the municipality con- 
cerned, such local government func- 
tions as elementary and secondary 
education; the distribution of hydro 
electric energy; the management of 
parks, libraries, cemeteries and pub- 
lic hospitals; the administration of 
police protection, public health ser- 
vices, public welfare, and the control 
of land use. 

To understand the framework 
which underlies this vast network, we 
must first examine the legal relation- 
ships of the municipalities to the Gov- 
ernment. of Canada and the Province 
of Ontario and then develop the or- 
ganizational structure of the average 
urban Ontario municipality. Because, 
however, the law is voluminous and 
complex, it is possible to indicate only 
in a general way the restrictions 
which it places on the municipalities. 


Relations with Federal Government 
Since the municipalities are crea- 

tures of the province, their relation- 

ships with the Government of Can- 


ada must be provided for in the pro- 
vincial statutes. Historically, these re- 
lationships have been few. However, 
in recent years, with the increasing 
pressure for federal participation in 
governmental activities, their number 
has increased. 


The following major financial rela- 
tionships exist between some muni- 
cipalities and the Canadian Govern- 
ment: 


1. Lands or properties of the Gov- 
ernment of Canada are exempted 
from municipal taxation by the 
Ontario Assessment Act. The re- 
sult is that the municipalities have 
had to provide services to such 
properties without compensation. 
In partial recognition of this in- 
equality, the federal government 
has recently taken the following 
steps: 


(a) Payments in lieu of taxes are 
made to a municipality in 
which federal properties 
are particularly concentrated. 
Only a few municipalities, 
however, benefit from this 
provision. 

Payments in lieu of taxes are 
made to a municipality in 
order to relieve a tenant or 


(b) 
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user of land owned by the 
Crown from his personal 
liability to pay municipal 
taxes levied against him. This 
situation has arisen because 
of a Supreme Court of Can- 
ada decision stating that 
such tenants or users are per- 
sonally liable for municipal 
taxes. The provision merely 
relieves the municipality of 
the problem of collection but 
does not represent additional 
revenue to it. 

2. Many of the larger urban munici- 
palities have participated with the 
Government of Canada in the as- 
sembly of serviced land and in 
the construction of public housing 
projects. Usually the cost of such 
projects is financed by the federal, 
provincial and municipal govern- 
ments in the ratio of 75%, 174% and 
74%. These projects carry varying 
degrees of municipal subsidiza- 
tion. 

8. Through the medium of the Grade 
Crossing Fund, administered by 
the Board of Transport Commis- 
sioners, the Government of Can- 
ada contributes towards the elim- 
ination of railway grade crossings. 
These contributions are at the rate 
of 60% of the cost, with a max- 
imum of $300,000 for any one 
project. 

4. Although the municipalities do not 
participate directly in the federal 
health program, they receive sub- 
sidies on certain specific projects 
indirectly through the provincial 
Department of Health. 


Relations with Province of Ontario 
The financial policies of the legis- 

lature with regard to municipal in- 

stitutions are administered mainly by 
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two agencies, the Department of 
Municipal Affairs and the Ontario 
Municipal Board. The former is a de- 
partment of the government headed 
by a Minister of the Crown. Its chief 
activities are municipal bookkeeping 
and accounting, the assembly of finan- 
cial information concerning the mu- 
nicipalities, auditing of municipal ac- 
counts, improvement of municipal ad- 
ministration techniques and _pro- 
cedures, and payment of subsidies. 
The Ontario Municipal Board is 
charged with administering the On- 
tario Municipal Board Act, which 
states that a municipality shall not 
pass any by-law to authorize the 
construction of, or the provision of 
moneys for, any undertaking, the cost 
of which in whole or in part is to be 
raised in a subsequent year or years. 
Under the terms of this statute the 
province exercises direct control over 
the amount of the debenture debt in- 
curred by a municipality. This law 
imposes a heavy administrative bur- 
den because the municipalities’ cap- 
ital expenditure program must be de- 
signed so as to secure the Ontario 
Municipal Board’s approval before 
beginning any project which is to be 
financed from the proceeds of a de- 
benture issue. 


The responsibilities of a number of 
provincial departments include the 
administration of certain Acts which 
restrict, either on a partial or a com- 
plete basis, the expenditure of funds 
by the municipalities. For example, 
proposed municipal expenditures on 
roadway construction and mainten- 
ance are subject to the approval of 
the Department of Highways if the 
expenditures are to be subsidized; 
proposed expenditures on sewerage 
and water systems must be approved 
by the Sanitation Division of the pro- 
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vincial Department of Health; school 
construction must be approved by 
the Department of Education. Similar 
relationships exist with the Depart- 
ments of Public Welfare, Attorney- 
General, Planning and Development, 
Reform Institutions and the Hydro 
Electric Power Commission. 


Boards and Commissions 


The number, size and importance 
of boards and commissions vary 
among municipalities. | Generally 
speaking, the larger the municipality, 
the greater is the tendency for the 
council to delegate functions to 
boards and commissions. Because of 
varying local opinions and conditions 
concerning a particular problem, each 
municipality evolves its own pattern. 
For instance, in Toronto, the adminis- 
tration of parks and park lands is as- 
sumed by a committee of the council, 
whereas in Hamilton this responsibil- 
ity has been delegated to a Board of 
Park Management. 


Some boards and commissions, 
such as boards of education, are in- 
dependent of council. The council 
must levy, against the proper panel 
of school supporters, according to the 
requisitions presented to it by the 
board of education. In the case of 
capital moneys, council may require 
that a particular project secure an 
affirmative vote of the electors before 
advancing the sum requested. The fi- 
nancial structure of the hydro electric 
commissions is controlled by the 
Hydro Electric Power Commission of 
Ontario. If a local hydro commission 
requires capital moneys, such moneys 
are borrowed by the municipality on 
its behalf. 


Some boards, created by council, 
operate under provincial Acts which 
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give them limited rights to demand 
that council levy a minimum sum on 
their behalf. Boards of park manage- 
ment and public library boards are 
examples of this type. Other boards, 
despite the extensive authority in cer- 
tain local government functions dele- 
gated to them by the legislature, do 
not have final control over the spend- 
ing of moneys. Examples of this kind 
are cemetery boards, boards of com- 
missioners of police, boards of health, 
planning boards and public hospital 
boards. 


Municipal Functions 

The residue of municipal functions, 
which have not been delegated out, 
may be divided into two types: those 
of a major operational nature which 
are conducted under a departmental 
head within the supervision of a com- 
mittee of council, and those which do 
not report to a specific council com- 
mittee. Here again each municipality 
has developed its own framework. 
Hamilton, for instance, has set up the 
following committees of council: the 
Works Committee (construction of 
roadways and sidewalks and construc- 
tion and maintenance of sewerage 
and water systems), the Streets and 
Sanitation Committee (maintenance 
of streets and sidewalks and collec- 
tion and disposal of garbage), Fire 
and Jail Committee (fire protection 
and operation of the jail). 


Financial Structure 

Final control of the financial struc- 
ture of a municipality rests with its 
council. In the larger municipalities 
of the province, it is exercised to a 
great extent by a committee of 
council called a board of control. 
This board is composed of the mayor 
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and four controllers, whose duty it 
shall be “to prepare estimates of the 
proposed expenditures for the year, to 
prepare specifications for and award 
all contracts, to nominate to the coun- 
cil all heads of departments and 
sub-departments, to recommend the 
salaries of all officers and clerks”. The 
importance of this board is indicated 
in the Municipal Act which provides 
that, generally speaking, council may 
not reverse the board’s actions with- 
out a two-thirds vote. 

The chief financial officer and ad- 
viser to the municipality is the treas- 
urer. He is responsible for the instal- 
lation and operation of the system of 
accounts; proper receipt and disburse- 
ment of all moneys; preparation of 
monthly, annual and special financial 
statements; preparation and presenta- 
tion of the annual estimates; and en- 
forcement of the estimates after they 
have been approved by council. He 
must be extremely familiar with those 
sections of the statutes dealing with 
the receipt and expenditures of 
moneys. A salient feature of these 
statutes is that the municipality de- 
rives its powers exclusively from the 
province and may assume only those 
responsibilities and activities for 
which specific provision exists in one 
of the public acts or private bills of 
the Ontario legislature. 


Municipal Expenditures 

Municipal expenditures with the 
sums spent on them may be classified 
under the following headings — ser- 
vices to property, health and welfare 
activities, and education or cultural 
activities. For purposes of illustration, 
reference is made to the accounts of 
the Corporation of the City of Ham- 
ilton for the year ended December 81, 
1955. 


Function 


Services to Property 
Police and fire protection 
Construction, repairing, 
cleaning, flushing, and 
removal of snow on 
roadways and sidewalks 
Construction, mainten- 
ance and operation of 
sewerage system ... 
Collection of garbage. . 
Street lighting ... 
Traffic control and on- 
and off-street, parking 
Inspection of the con- 
struction of buildings 
Control of land use ... 
Smoke abatement 


Health and Welfare 

Operating deficit of a 
public hospital . . 

Parks, playgrounds and 
recreational facilities. . 

Hospitalization of in- 
digents 

Public assistance 

Public health . 

Administration of justice 

Statutory contributions to 
Children’s Aid Societies 
and other related or- 
ganizations in the child 
welfare field 

Grants to privately op- 
erated health and wel- 
fare agencies . 

Homes for the aged 

Cemeteries 

Public housing 


Educational and Cultural 

Elementary and second- 
ary education 

Libraries 

University education 

Art gallery and scholar- 
ships 


Amount 


3,598,167 


2,675,957 


1,652,824 
508,269 
315,893 


303,982 
118,467 


74,640 
18,165 


9,266,364 


1,154,289 
818,979 


561,861 
516,540 
463,178 
395,468 


359,564 


169,781 
165,698 
43,658 
28,636 


4,677,647 


7,577,266 
301,288 
98,597 


20,850 
7,998,001 
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General Municipal 

Assessing, finance, pur- 
chasing, legal, em- 
ployee benefits and ad- 


ministration costs 1,644,046 
Unclassified ......... 418,623 
Provision for reserves. . . 131,175 

2,198,844 9% 


24,135,856 100% 


This analysis reflects the cost of 
education, public hospitals, parks, 
libraries, cemeteries and homes for 
the aged on the basis of the net re- 
quirement from the general funds of 
the municipality. 


Municipal Revenues 


The major municipal revenue in 
Ontario is a tax on all real property 
in the ratio which the assessment of 
each property bears to the total 
assessment. In the interest of fair 
and equitable taxation it is essential 
that the property assessments be pre- 
pared in a realistic and consistent 
manner. The basis of assessment is 
outlined in the Assessment Act, but 
the actual mechanics used are sub- 
stantially at the discretion and judg- 
ment of the assessment commissioner. 

Revenue received from the imposi- 
tion of a business tax is substantial. In 
Ontario this tax was introduced many 
years ago to replace the personal 
property tax and is assessed as a per- 
sonal tax. The amount is determined 
as a percentage of the real property 
assessment applicable to the partic- 
ular property occupied by the tax- 
payer who is subject to the business 
tax. This percentage varies accord- 
ing to the occupation of the taxpayer 
involved. 

The municipalities of the province 
receive large sums annually in the 


form of provincial subsidies. The 
bases for determining the amounts 
of these subsidies may be a percent- 
age of certain specified subsidizable 
costs, an amount per capita or an 
amount depending on taxable assess- 
ment percentages. 

The balance of the revenues is de- 
rived from such items as licences, 
fines, fees and utility earnings. Again 
for the purposes of illustration, here 
is an analysis of the revenues of the 
City of Hamilton for the year ended 
December 31, 1955: 


Revenues Amount % 
Real property taxes.... 17,111,523 70 
Business taxes ........ 2,956,432 12 
Local improvement and 

other charges ....... 654,480 3 
Payments in lieu of taxes 

— federal, provincial, 

municipal ..... 279,549 1 
Provincial subsidies ... 1,622,917 a 


Licences, fines and fees 1,032,185 4 


Earnings from municipal 


utilities — waterworks 335,414 1 
Other revenues 445,625 2 
24,438,125 100% 





The Estimates 


The above program is controlled 
by the development, preparation, leg- 
islative approval and subsequent en- 
forcement of a budget, which is re- 
ferred to in the statutes of the prov- 
ince as “the estimates”. The Munici- 
pal Act requires that “the council of 
every municipality prepare and adopt 
estimates of all sums required during 
the year for the purposes of the 
municipality”. 

Preparing the annual estimates in 
a large municipality is a formidable 
task. A well-qualified and experienced 
accounting staff, with a thorough 
knowledge of the operating and ad- 
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ministrative departments and _ the 
boards and commissions, is needed to 
integrate the overall municipal re- 
quirement. They must discuss the 
past experiences and the future plans 
of these agencies with the department 
heads and the senior staff involved, 
prepare a vast amount of data on per- 
sonal and contractual services and at- 
tend special sub-committee meetings, 
as well as formal committee meetings 
on estimates. A substantial amount of 
study and research is necessary before 
the preliminary estimates are assem- 
bled and the treasurer guides these 
estimates through the board of con- 
trol and council. Upon the comple- 
tion of this process, the treasurer is in 
possession of a document which out- 
lines the municipality’s spending pro- 
gram for the current year as well as 
its financial commitments to the 
boards and commissions. Subse- 
quently, one of his tasks is to satisfy 
himself that all expenditures of the 
current fund have been provided for 
in the estimates. 


Capital Budget 

In addition to the annual estimates, 
passed to control current operations, 
it is essential that a large rapidly-de- 
veloping municipality adopt a com- 
paratively new technique referred to 
as a “capital budget”. This budget 
controls the obligations which the 
municipality incurs by assuming ad- 
ditional debenture debt. For instance, 
in the City of Hamilton, within the 
next five years it is contemplated that 
funds will be needed for the construc- 
tion of a city hall and a joint court 
house, major extensions to the water 
filtration and sewage disposal facil- 
ities, provision of additional public 
hospital facilities, erection of a start- 
ling number of elementary and se- 
condary schools and a vast number of 
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sewer, sidewalk, roadway and other 
municipal projects. The existence of 
an instrument of control is essential 
(a) to keep the amount of debenture 
principal and interest payments with- 
in safe limits and (b) to develop an 
order of priority and a system of 
works allocation. 


A capital budget has been defined 
as a long term improvement program 
plus a coordinated outline of the 
methods by which the improvement 
program is to be financed. The prep- 
aration of a capital budget requires 
that all departments, boards and 
commissions be consulted, that exten- 
sive discussions be held to permit 
each unit to submit a tentative list of 
possible capital requirements. Pre- 
liminary decisions must be extensive- 
ly reviewed by a capital budget com- 
mittee, which is generally made up of 
the chief financial, engineering and 
planning officers with a representative 
from the legislative branch. The 
financial implications of the program 
must be exhaustively studied in order 
to appraise the ability of the muni- 
cipality to meet the resulting de- 
benture principal and interest pay- 
ments. As the result of this study, 
further changes are usually made by 
the committee before presentation to 
the legislative branch, which in Ham- 
ilton is the board of control. This 
board holds many meetings before 
the program is finally accepted and 
recommended to council. 


In conclusion, it might be said that 
the key to the control of the financial 
structure of a municipality lies in the 
preparation of a sound annual budget 
and strict enforcement of that budget, 
the successful collection of the real 
property and business taxes and in 
the development and administration 
of a realistic capital budget program. 
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Capital for Small Business 


Ww. S. HULTON 


“.., 0n the whole, managements do not 


over 


capital supply until the financial shoe pinches. Then 
it is often too late to do a good job”.* 


FAILURE TO MAKE long range plans 
for capital requirements is not pecu- 
liar to small companies, but because 
of their lack of experience financial 
planning it is often a problem to 
them. The usual hindrance to their 
national growth is a shortage of cash. 


What is a Small Company? _ - 

The Small Business Administration 
in the United States defines a small 
business as one which is independent- 
ly owned and operated and not domi- 
nant in its field. This definition cov- 
ers companies in which the owners 
are either members of a family or 
friends and are themselves the man- 
agers. The owners have supplied all 
the capital because they have not yet 
been able to go to the public to sell 
stock. 

This definition avoids using tricky 
yardsticks such as number of employ- 
ees (e.g. less than 500) or amount of 
turnover (e.g. less than $1 million) 
which varies among industries. When 


t “The Practice of Management”, by Peter 
F. Drucker. 


examining the need for financial aid, 
however, it is reasonable to go a stage 
further and say that a small company 
is one with net worth in the range of 
$25,000 to $500,000. Below $25,000, 
it will probably be a one-man opera- 
tion. Above $500,000, it will likely 
be in the public company class. 
Whatever the definition, at least 
90% of all companies in Canada, as in 
the U.K. and the U.S.A., may be 
classified as small and their con- 
tinued existence is important to the 
well-being of the country. Although 
overshadowed by the industrial giants, 
they are an integral part of commer- 
cial life and provide a much needed 
competitive element. They should 
therefore be preserved and assisted to 
develop, if they are worthwhile. 


According to Dun and Bradstreet 
reports, small business failures run 
high, and 90% of them are due to in- 
experience or incompetence of the 
management. While outside factors 
such as technical changes or new 
competitive situations may cause dif- 
ficulties, it is lack of managerial abil- 
ity that is responsible for most bank- 
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ruptcies. Those companies which are 
marginal, producing an insufficient re- 
turn on investment, are economic 
parasites preying on their neighbours 
and their competitors. No good is 
done by providing capital for them. 

Many failures of small companies 
are directly attributable to not fore- 
casting correctly cash requirements 
for an increase in output or a pro- 
gram of capital expansion. Others 
arise from too slow reaction to chang- 
ed circumstances. It is not uncom- 
mon today to find companies needing 
more capital, and many companies 
are over-trading seriously on their 
present capital resources. 

Shortages of capital are created 


by:— 


1. TAXATION 

(a) Corporation income taxes make 
it difficult and sometimes impos- 
sible to finance from within the 
expansion of a business. 
Personal succession duties put a 
brake on development of a 
business following the death of 
its owner. 


(b) 


2. INFLATION 

(a) Rising prices make it more diffi- 
cult to finance today even the 
same volume of sales as yester- 
day. 

(b) Old equipment is replaced by 
new machines at prices bearing 
little or no relationship to the 
book value of the old assets. 

(c) Everyone is eager to expand in a 
period of prosperity. 

During 1956 the Bank of Canada 
initiated policies designed to slow 
down inflationary movements. Capital 
has become harder and more expen- 
sive to obtain. More than ever before, 
capital requirements should be kept 
to a minimum consistent with healthy 
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trading. The economic and efficient 
use of capital, both working and 
fixed, should be scrutinized. There is 
a need for careful study of what 
does go on and clear thinking as to 
what ought to go on, the two not al- 
ways being identical. 


Why is More Money Needed? 


If there is a shortage of cash, ad- 
ditional funds may be made available 
internally by speeding up the circu- 
lation of working capital, for example, 
by collecting receivables more quick- 
ly, by realizing part of the inventor- 
ies, by delaying orders for raw ma- 
terials, by reducing the amount of 
work in process on the floor at any 
time, and by selling redundant or un- 
economical assets. 

If, however, all the internal re- 
sources, i.e. men, materials, machines 
and money, are being used most ef- 
fectively and economically, and this 
is still insufficient to generate the re- 
quired funds, then external funds will 
be needed. 


New money may be required for 
one or more of the following pur- 
poses: — 

1. To purchase additional equipment 
or to replace existing machines. 

2. To finance a higher sales volume 

or to meet rising costs on the pres- 

ent sales volume. 

To pay off accumulated debts. 

To meet the demands of seasonal 

trade by financing a temporary in- 

crease in raw materials. 

5. To make an exceptional payment 
under a guarantee or against a 
legal claim. 

6. To anticipate an issue of capital, 
the amount of which has yet to be 
determined. 

Normally temporary or short term 
finance should be obtained for self- 
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CAPITAL FOR SMALL BUSINESS 


adjusting or non-recurring items and 
also if the financial position is un- 
settled. Permanent or long term 
capital should be obtained for new 
fixed assets or additional working 
capital and to acquire new businesses. 

Since problems vary among _busi- 
nesses, there is no set formula to 
guide an owner to a correct solution 
for his business. However, when 
there is a chance to raise permanent 
capital it generally pays to raise it, 
even if, on a short view, temporary 
finance may look cheaper. 


Sources of New Money 


1. TEMPORARY FINANCE 
(a) Bank Credit 


A bank overdraft or loan is al- 
ways the cheapest and, being 
flexible, the most convenient way 
to finance current transactions. It 
ought to be used for this purpose, 
not for the purchase of fixed assets. 
Moreover, it is unwise to turn what 
ought to be a fluctuating credit in- 
to a hard core that cannot be re- 
paid within a reasonable term out 
of earnings. In the post war years 
of boom conditions and low inter- 
est rates there was always a temp- 
tation for both bank customers and 
bankers themselves to do this. Now 
that there is a shift to the wintry 
season of credit restriction, a com- 
pany that has either over-borrowed 
or borrowed for purposes for 
which bank finance was never de- 
signed may easily be in fatal 
trouble. 

As in all business matters, this is 
largely a question of avoiding ex- 
tremes. Not to borrow for legiti- 
mate purposes is nearly as stupid 
as over-borrowing. The credit 


squeeze is on and money is tight, 
but credit is still available for 
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sound and properly managed com- 
panies. Credit worthiness, not 
size, determines the bank loan. An 
American banker said recently 
“We've got a vault full of money. 
Small business has the wheelbar- 
row and, whatever it is entitled to. 
we lend.” 
(b) Instalment finance and 
equipment leasing 

On the average, these will cost 
two or three times more than bank 
credit. They are useful and pro- 
per sources of finance, especially 
for the small company, and merit 
their current wide use for automo- 
biles and equipment. Once again 
the moral is to avoid extremes. 


(c) Trade credit 

Some companies secure tempor- 
ary finance by deliberately holding 
up the payment of suppliers. This 
method has the superficial attrac- 
tion of cheapness because it is in- 
terest-free. However, it not only 
tends to do long term damage to a 
company’s credit status but also re- 
sults in suppliers calling the tune 
on deliveries, so that in the long 
run any business using this form 
of finance pays dearly. The 
prompt payer gains more than the 
very valuable cash discounts he 
earns, while the slow payer, even 
if reliable, is made to pay in some 
way for the credit he takes. 
PERMANENT CAPITAL 

The largest sources are retained 
earnings and depreciation. Lucky 
is the business which manages to 
retain enough to keep pace with 
the constantly expanding financial 
requirements arising from infla- 
tion. Taxes now eat up earnings 
which used to be hoarded for ex- 
pansion. Capital cost allowances 
are related to historical costs but 
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fixed assets have to be replaced at 
current costs. Dividend policy may 
be conservative but an investor 
must receive a proper return on his 
money. 

Consequently a business may 
need to have recourse to one of 
these outside sources:— 


(a) Interested parties, such as 
friends, employees, suppliers, 
customers, etc 

Personal friends, if they have the 
funds, may be interested, but diffi- 
culties may arise on account of 
personal taxation. Also, succession 
duties may reverse the trend by 
forcing major shareholders to rea- 
lize holdings rather than increase 
them. 

Senior employees may be able to 
play a part (paying for shares by 
instalments) and so benefit the 
company by the incentive pro- 
vided. 

Investments by suppliers and 
even customers have the advantage 
of establishing continuous trading 
relationships, so long as individual 
holdings are insignificant and a 
new investor is not given undue 
influence. 


(b) Mortgages on property and 
lease-back sales 

Providing general purpose prop- 
erty is modern and well-sited, up- 
to perhaps 65% of its current value 
may be mortgaged at a reasonable 
rate of interest. Such a mortgage 
may be held by an insurance com- 
pany or a local individual. (Law- 
yers have private clients and trust 
companies have estate funds with 
moneys to invest). 

If the requirement cannot be met 
by a mortgage, it may be necessary 
to sell the property and lease it 
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back on a long term basis. This 
releases the full value and creates 
no charge. It is possible to take an 
option to repurchase at the end of 
the lease, but before doing so, legal 
and accounting advice should be 
obtained because of possible tax 
disadvantages. Also, a company 
should be confident that inflation 
has run its course before signing 
the contract and handing over a 
possible long term capital gain on 
property value for short term bene- 
fits, if other methods of obtaining 
capital are available. Other snags 
in leasebacks are the need to find 
new premises at the end of the 
lease, the sacrifice of improvements 
made during the lease, full liabil- 
ity for repairs and weakening of 
the asset position of the company. 


(c) Public issues 

Unlisted stocks are viewed with 
disfavour by investment trusts and 
other institutions. Because insur- 
ance companies and pension funds 
have specific obligations, care and 
prudence must be the watchwords 
of their investment managers. Con- 
sequently they stick to fixed term 
capital, and when they do venture 
into common stocks they tend to- 
ward “blue chips” only. 

An issue by prospectus is apt to 
be expensive for a small company, 
both in the commissions paid to in- 
vestment dealers and in the sur- 
rendering of bonus shares which 
may be required to sweeten the 
package of bonds or other senior 
securities. 


(d) Specialist institutions 

If the business is well establish- 
ed and progressive, a likely source 
of new capital may be one of the 
institutions created in recent years 
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CAPITAL FOR SMALL BUSINESS 


to specialize in direct financing of 
small industrial companies. This 
kind of institution will subscribe 
common shares if there is a growth 
potential that should one day make 
the shares ripe for stock exchange 
marketing. It may also provide 
means for disposal of existing stock 
where the owners want cash for 
succession duty purposes. 

A new or nearly new business 
can only expect to succeed in tap- 
ping these sources if it possesses 
unusual attractions which will 
stand up under searching and ex- 
pert examination. The use of other 
people’s money cannot be obtained 
without offering the prospect the 
reward of a good profit in accord- 
ance with the amount of risk taken. 

Small companies often fight shy 
of seeking institutional aid, fearing 
interference in management and 
perhaps eventual loss of voting 
control. In practice this is seldom 
proved correct. An _ institution 
holding a block of redeemable pre- 
ference shares or debentures is un- 
likely to jeopardize a company’s 
position by enforcing redemption 
provisions unless the company’s 
management proves to be inept. It 
may wish, however, to nominate 
a director to watch over its invest- 
ment. 


The Form New Money Should Take 


Most businesses possess individual 
features and a suitable capital struc- 
ture has to be designed to fit these. 
The average industrialist needs expert 
advice, which is given willingly and 
in the first instance costs nothing. 
Nevertheless, certain generalizations 
are possible. 

The importance of the relationship 
of various classes of borrowed and 
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share capital to one another is often 
ignored. The desire to retain voting 
control while at the same time pro- 
viding only a comparatively small 
percentage of the total capital is no- 
ticeable especially in small compan- 
ies. High leverage has also increased 
in recent years. This is due to the 
high level of taxation which favours 
borrowed capital with interest pay- 
ments allowable as a charge in pre- 
ference to share capital with divi- 
dends due from taxed earnings. 


A balanced capital structure is 
probably more important for a grow- 
ing business than the owners’ natural 
desire to hang onto control as long 
as possible. It is as vital to any busi- 
ness as its production layout and 
should not be sacrificed to secure a 
transient tax advantage. 


However carefully a budget is 
drawn up, new plant projects have a 
habit of costing more than was esti- 
mated, and sometimes new sales de- 
velopments prove to be even better 
than expected. It is necessary to con- 
sider where the next slice of capital 
is going to fit into the cake. Whereas 
the private investor may have used 
up all his resources and be a stumb- 
ling block if he holds bonds with re- 
strictive rights, the professional in- 
vestor with wider experience is more 
accustomed to following his money 
and putting up a second dollar to 
work with his first dollar. 


One should be careful lest indebt- 
edness in one direction restricts neces- 
sary credit in another. It is a good 
idea to leave some major asset un- 
charged to use as a pledge in an 
emergency. 

Risk capital or equity is the life 
blood of any business and should 
provide about 50% of its requirements. 
Ideally not more than 30% should be 
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in borrowed capital. After assessing 
the future maintainable profits of a 
business one should not assume fixed 
obligations, including preference divi- 
dends, which will require more than 
half of the earnings. For example, it 
may be better to offer common shares, 
perhaps in A class non-voting but 
otherwise ranking equally with the 
B class voting, rather than preferred 
shares which are not really suitable 
for particular investors or for the 
company. 

The best advice on capital structure 
is to keep it simple; shares with 
curious provisions are usually the 
subject of future regret. 


Information for the Investor 


The seeker of capital should come 
armed with all available information 
to answer questions and make a com- 
plete disclosure of all relevant facts, 
as what he says or does not say is 
revealing. Apart from full details of 
the financial requirements, he should 
be ready to give a brief history of the 
business, names of shareholders and 
their holdings, the qualifications and 
experience of executives, a descrip- 
tion of the products with copies of 
brochures and price lists, list of cus- 
tomers, list of competitors, copies of 
the latest audited accounts, summary 
of profits over past few years, trend of 
sales over recent years, list of large 
orders in hand and budget for cur- 
rent year's operations. 

All of this may seem like hard 
work, but when asking for money the 
onus of proof is on the borrower. The 
lender is anxious to lend, but he 
wants to know all about the company 
and the people in it. As an outside 
investor he cannot be expert in every 
industry. 

The small businessman requires 


able guidance at all times. He is not 
likely to go wrong if he makes his 
banker his first confidant, for the 
banker is usually familiar to some ex- 
tent with the business. Then he 
should seek professional advice early 
from his accountant and lawyer and 
establish a good connection with an 
investment house known to have ex- 
perience in dealing with the prob- 
lems of small companies. 


Negotiations take time. A request 
for cash at short notice is often a sign 
of poor management. The financial 
budget should be prepared with care, 
and plans of how to seek needed fi- 
nancial aid should always be ready. 


A potential investor will be influ- 
enced considerably by the way in 
which a business is being operated 
before the request for aid is made. 
The seeker of capital should not do 
things which may make the investor 
wonder whether the same tactics will 
be followed when he is a partner. 


What Part Can the Accountant Play? 


An accountant will frequently be 
called in for advice. With his per- 
sonal knowledge of directors, officers, 
suppliers, customers, etc. he is in a 
unique position to suggest a source 
of funds and review the arrange- 
ments, prepare statements, determine 
prices and anticipate tax problems. 


The auditor cannot assume full re- 
sponsibility for such guidance, but 
he should know when to suggest con- 
sulting other experts — in this in- 
stance, when to obtain the services of 
an investment house. When _his 
client seeks outside financial assist- 
ance he will often go along with him 
and for the best results in the short- 
est time should have all the informa- 
tion available for presentation at once 
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CAPITAL FOR SMALL BUSINESS 


in clear and concise form. Success- 
fully conducted negotiations reflect 
favourably on the accounting firm 
and may be a source of future ac- 
counting work. 

The accountant has an opportunity 
to educate clients who may have rela- 
tively little managerial experience. It 
is easy to enter a small business with 
little or no capital, but an outside in- 
stitution is reluctant to risk its money 
if the owner has very little of his at 
stake. Applicants who are too thin 
on the equity side are likely to be 
turned down. 


Role of Management 


There is no black magic about the 
raising of capital. Promising com- 
panies are still ruined by faulty cap- 
italizations and wrong financial poli- 
cies, but this only emphasizes the 
need for advice from a reputable in- 
vestment house. If it cannot help, it 
will probably suggest someone who 
can. 

The technique of long term finan- 
cing for small business is still in its 
infancy. What is right for large com- 
panies is not necessarily suitable for 
small companies. The managerial 
strength of a private company has not 
the long term stability of a public 
company. Its small size precludes the 
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building up of management teams at 
various age levels. 

Good management does not only 
lie in energetic salesmanship or eff- 
cient production but in the correla- 
tion of all activities. A company has 
to show itself worthy of an outside 
partner; anyone who is asked for 
money will need convincing that his 
investment is sound. In the eyes of 
the experienced professional investor 
the best security for an investment is 
not a bond or a debenture but con- 
fidence in the ability and integrity of 
the company’s management. As 
small business will probably have to 
rely more and more on capital from 
outside investors in the future, it 
should strengthen its managerial 
techniques. 

To meet their need for more capi- 
tal, owners of small companies should 
prepare and negotiate schemes early 
rather than late, assess and explain 
the risks to be run as well as the 
prizes to be won, and distinguish be- 
tween credit and capital. 

If the seeker of capital meets each 
particular provider of capital on com- 
mon ground, with some understand- 
ing of what is or is not reasonable te 
ask from him, his outstanding finan- 
cial problems will be quickly and 
satisfactorily solved. 








Accounting for Plant Shutdowns 


HARRY M. BELYEA 


MosT MANUFACTURING businesses face 
the perennial problem of significant 
overhead and profit variances in 
times of plant shut-down for vaca- 
tions. In the past, the attitude has 
been that during the month of the 
plant shut-down, there will probably 
be little or no profit, or even a loss, 
and that the overhead rates will be 
excessive in relation to the other 
months of the year. Great strides 
have been taken in systems to ac- 
count for accrued expenses, pro- 
rations of annual expenses over indi- 
vidual months, provision for vacation 
pay so that the cost of vacations is 
distributed equally over the year, but 
rarely is any provision made to look 
after the fixed plant overhead, ad- 
ministration, and financial costs that 
occur during the period, usually two 
weeks, of a complete plant shut- 
down. 


Here is a system whereby all fac- 
tors contributing to these variances 
are provided for throughout the rest 
of the year, so that the low activity 
of both labour and sales during the 
shut-down period will be recognized 
as such, and overhead, administra- 
tion, and other charges assessed ac- 
cordingly. This can be done without 
interfering with the company’s annual 


statements at the end of its fiscal 
year. 


Usually, the plant shut-down is in 
the month of July, and if it is a com- 
plete shut-down, there will be no 
direct labour or sales. Hence the 
totals of labour and sales for July will 
reflect only the totals for the remain- 
ing two weeks, whereas the overhead 
and other outlays to a large degree 
will be those of a normal operating 
month. An example will illustrate 
the problem. Assume in a manufac- 
turing business the following: 


Normal Monthly Factors 


1) Direct labour ......... $40,000 
2) Plant overhead 
ONE fo cds wire Shooto 22,000 
— variable with direct labour 22,000 
OND steed tinnendicn . 220,000 
4) Cost of sales (including 
overhead ) 165,000 
5) General administrative expenses 22,000 
6) Financial expenses .. . 5,500 


Assume further that there are 22 
working days in the plant shut-down 
month and that the company is work- 
ing a five day week. 


The amount of fixed overhead 
which would have normally been 
charged in the two week shut-down 
period, but which should be reflected 


326 











ACCOUNTING FOR PLANT SHUTDOWNS 327 


in the remaining 11% months, is $10,- 
000 (10/22 of $22,000). As this fixed 
overhead of $10,000 must be provided 
for in the remaining 11% months, on 
the basis of $870 per month, it there- 
fore follows that for 11 months of the 
year, the overhead would be $44,870 
per month. The overhead for the 
one month during which the plant 
shut-down takes place would be $24,- 
430 (12/22 of $44,000 plus % of 
$870), making a total annual over- 
head of $518,000. On the standard 
basis the annual overhead would 
have been $44,000 x 11 = $484,000 + 
$34,000 for the month of the shut- 
down (fixed $22,000 + 12/22 of vari- 
able $22,000). 


A similar adjustment would have 
to be made to accrue general ad- 
ministrative expenses and financial 
expenses. In the example given, this 
would amount to a monthly provision 
of $870 for general administration in 


With no provision 


each of the 114 normal months, to 
look after a deferral of $10,000 in the 
plant shut-down month, and a mon- 
thly accrual of $218 for financial ex- 
pense to look after the deferral of 
$2,500 (both of these amounts are 
arrived at by taking 10/22 of the 
normal monthly expense). 

The effect of these adjustments to 
the profit and loss would be as out- 
lined below. This statement also 
shows the change in the percentage 
of gross and net profit to sales. 

These comparative methods show 
the wide variance in the profit and 
loss statement in the shut-down 
month and the smaller variance in 
the other 11 months. The net effect 
is to shift $9,570 overhead, $9,570 
general administration and $2,395 fi- 
nance expenses, or a total of $21,535, 
from the plant shut-down month to 
the rest of the year, and to maintain 
a static margin rate, overhead rate, 


Provision for 





for shutdown shutdown 
variance variance 
1 month Plant shut- 1 month Plant shut- 
normal down month normal down month 
Sales 220,000 120,000 220,000 120,000 
Cost oa I6BI90 99,570 165,000 90,000 
Gross margin ee . 55,870 20,430 55,000 30,000 
Percentage gsties 25.4% 17.0% 25% 25% 
General administration 22,000 22,000 22,870 12,430 
33,870 (1,570) 32,130 17,570 
Finance 5,500 5,500 5,718 3,105 
Net profit before taxes .. 28,370 (7,070) 26,412 14,465 
Percentage  ........ 12.9% (5.8%) 12% 12% 
Calculation of annual net profit: 
$28,370 x 11 $26,412 x 11 
= 312,070 = 290,535 
— 7,070 + 14,465 
Total net profit (annual) 305,000 305,000 
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and percent of net profit to propor- 
tionate sales and production volume. 


Note how this would effect a 
change in the comparative overhead 
rate by months. On the basis of no 
provision for plant shut-down, the 
overhead rate would be 110% ($44,- 
000/$40,000 (overhead/labour)) for 
11 months of the year, and 155% ( $34,- 
000/$21,816) one month of the year. 
On the basis of providing for the 
variance in normal months, the over- 
head rate would be 112% in all 
months of the year — for 11 months 
( $44,870/$40,000) and for the 12th 
month ($24,430/$21,816). This elim- 
inates a rate variance in that month. 


To prevent an adjustment of this 
type from affecting the company’s 
financial year end position, by not 
stating the exact balance sheet con- 
dition as at that date, it is necessary 
to start providing for this variance 
monthly immediately after a_ fiscal 
year end. For example, if a com- 
pany’s year end is March 31 and the 
plant closes in July, it would be ne- 
cessary to accrue monthly in April, 
May and June. Using the same 
example the accruals would be: 


Plant overhead $870 
General administration 870 
Finance expense ...... 218 


In July it would be necessary to 
defer plant overhead $9,570, general 
administration $9,570, and finance ex- 
pense $2,395. The same accruals as 


made in April, May and June would 
also be made from September to 
March 81, so that at the end of the 
year the accrual account would be 
wiped out. 

This method enables management 
to strive for the same target for mar- 
gin rates, net profit percentage, and 
overhead rates. The performance of 
these factors could then be better 
judged by the particular volume of 
sales or labour activity in the period 
under review, rather than be clouded 
by the fact that during this period 
there was an unproductive time 
when, however, substantial fixed costs 
occurred as usual. 

This same theory could be applied 
to an extended plant shut-down for 
other reasons, even to statutory holi- 
days. Where a company is account- 
ing on a year divided into 4-week 
periods (as a number of manufactur- 
ing companies now do), the system 
is still more effective. Ideally, by 
combining the concept of the 13 
periods with the above method of 
providing for plant close-down costs, 
management could establish a stand- 
ard target figure for overhead and 
profit percentages, which could be 
used for 50 weeks of the year. It 
would then be in a much stronger po- 
sition to gauge efficiency of depart- 
mental costs, decide upon profit mar- 
gins, draw up factual monthly bud- 
gets, and establish break-even points 
for sales volume. 
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How the Federal Tax Department 
Operates 


H. F. HERBERT 


Mosr CaNabIAN accountants, whether 
in public practice, business, or indus- 
try, have more than a passing fami- 
liarity with income tax matters 
through their activities on behalf of 
their clients and employers. Probably, 
however, they have a good deal 
scanter knowledge of the adminis- 
trative machinery of the Taxation Di- 
vision of the Federal Government. 


Organization 

Not a complex organization, the Di- 
vision consists of only two levels: the 
management and policymaking level 
at head office and the operating level 
at the 29 districts. It has been de- 
signed and operates as a highly de- 
centralized organization with the di- 
rect line of authority running from the 
Deputy Minister and his assistant to 
the district directors. All possible 
autonomy is given to district offices 
to decide income tax and succession 
duty cases in their respective areas, 
and it is believed that this approach 
is most satisfactory to taxpayers, de- 
spite some problems of uniformity. 
Certainly it permits the heavy volume 
of annual returns to be disposed of 
more efficiently than would be the 
case if each one had to be referred 
to a central office. 


Students of organization might 
question the very wide span of con- 
trol from the Deputy Minister to his 
29 district directors. However, the 
lines have been tightened by dele- 
gating some management control 
from the Deputy to the heads of cer- 
tain head office branches, by estab- 
lishing a system of internal reporting 
and review, and by continuous audit 
of all phases of district activity by the 
head office inspection branch. 

The internal structure of both 
levels of the Division’s organization is 
quite uncomplicated. Head office has 
five branches, each headed by a di- 
rector. The legal branch acts as legal 
adviser to the Division and deals with 
its responsibilities under the law per- 
taining to appeals, pension funds, and 
charitable organizations. The assess- 
ments branch develops broad assess- 
ing programs and policies for district 
application, handles complex techni- 
cal cases referred to it by the districts, 
and endeavours, by a system of re- 
porting, review, and visitation, to 
secure uniform application of the tax 
law throughout the country. The ad- 
ministrative services branch is re- 
sponsible for the efficient conduct of 
all matters concerning personnel, col- 
lections, accounting, filing, and the 
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procurement of forms, supplies, 
equipment and premises. The in- 
spection branch periodically audits 
all phases of the Division’s activities 
and reports its findings directly to the 
Deputy Minister. The planning and 
development branch is a methods 
group whose activities are directed to 
making improvements in procedures 
and equipment with a view to in- 
creased economy of effort and ef- 
ficiency of result. 

Districts are also organized on 
straightforward lines. Each office is 
headed by a director whose function 
is primarily managerial in character. 
Assisting him are three senior officials, 
a chief assessor who supervises all 
types of assessing and investigation 
work, a supervisor of administration 
who has charge of accounting, col- 
lections, files, and all internal house- 
keeping, and a personnel officer who 
assists the director in relation to all 
matters affecting staff and organiza- 
tion. 


Workload 

By any standards the Taxation Di- 
vision operates a large-scale business. 
Collections exceed $2% billion an- 
nually. This represents about 54% of 
the total government revenue and 
59% of the tax revenue. Of the income 
tax portion, individuals pay some- 
thing over one half, and corpora- 
tions the balance. The normal annual 
collections from succession duties are 
about $65 million. Returns are re- 
ceived from about 5 million individ- 
uals and 72,000 corporations. Instal- 
ment accounts are maintained for 
some 127,000 taxpayers and ledger 
accounts for 210,000 employers. In 
1955, cases for collection action total- 
led almost 700,000. To carry out its 
responsibilities the Division employs 


6,300 regular personnel in its 30 loca- 
tions. Cash costs of operation run at 
about $25 million a year, or roughly 
1% of collections. As against this cost, 
using the fiscal year 1955-56 as 
an example, the additions to declared 
tax resulting from assessing activity 
exceeded $89 million. Some idea of 
how the workload factor is develop- 
ing may be gained from the follow- 
ing: 


Returns Staff 
Year Filed Employed 
1937 490,000 1,214 
1947 3,570,000 7,430 
1956 5,090,000 6,289 


The Work Cycle 

The Division’s work cycle in any 
calendar year begins much earlier 
than the following April 30 so fam- 
iliar to taxpayers and their account- 
ants. Throughout the year, for in- 
stance, advance tax payments from 
instalment payers and tax deduction 
remittances from employers are re- 
ceived and recorded. Payroll auditors 
are in the field to ensure compliance 
with the law as it governs deductions 
at the source. Current returns from 
persons leaving the country or filed 
on behalf of deceased persons are 
being dealt with. Early in August the 
Forms Committee at head office sits 
to prepare the forms for the current 
year. Each district submits a report 
and recommendations to the com- 
mittee on its experience with the pre- 
vious year’s form. Error statistics are 
studied to see what can be eliminated 
or reduced by forms modification. 
Amendments to the law which affect 
forms are analyzed. Concurrently, 
other officials at head office are re- 
viewing the procedures for processing 
the forms to be dealt with and each 
district makes a report and recom- 
mendations on this subject. When the 
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best possible forms have been de- 
vised and estimates of probable con- 
sumption prepared, the machinery for 
ordering and distributing them is set 
in motion. At the same time the pro- 
cedures manuals are revised and dis- 
tributed. 


By early fall a start is made, too, 
on preparing the radio and television 
publicity campaign, or the “File 
Early” campaign as it is better known 
in the Division, which will run the 
following March and April. 


In December of the calendar year 
the district offices start the planning 
necessary for dealing with the ap- 
proaching intake of returns. Super- 
visory staff are selected; estimates are 
made of intake and of staff require- 
ments for coping with the intake. 
Rosters are prepared for manning in- 
formation counters and temporary in- 
formation offices in centres not served 
by a district office; and space and 
equipment are allocated. These few 
sentences only sketch in rough outline 
the amount of planning effort re- 
quired for the filing season, partic- 
ularly in the larger districts. Mean- 
while another branch of government, 
the Treasury Office, is gearing itself 
to process over 2% million applica- 
tions for refund cheques. 


With the release of forms to the 
public early in January, a trickle of 
filing commences which rises to a full 
flood by mid-March, then ebbs some- 
what, and rises again to a peak by 
April 30. In February the recruit- 
ment and training of temporary em- 
ployees begins, many of them ex-staff 
members. They are used mainly 
for clerical duties and for the exam- 
ination of wage returns. Permanent 
employees are used in supervisory 
positions and in the processing of 
the more complex returns, especially 
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those of self-employed or corporate 
taxpayers. 

All returns are examined. For most, 
one look suffices. Others, particular- 
ly those based on financial records, 
may be earmarked for closer scrutiny 
and possibly an examination of re- 
cords at the earliest opportunity. 
Some returns which are incomplete 
or require clarification of some 
point are temporarily “snagged”, 
the taxpayers are asked for what 
is required, and the returns final- 
ized. After this first examination 
all returns go through a “T67A” pro- 
cess in which a form is raised for 
each. These pre-numbered, carbon- 
loaded, continuous strip forms serve 
several purposes. For all returns they 
provide the assessment notice re- 
quired by law. For refunds they pro- 
vide the applications to Treasury for 
the issuance of cheques. For tax- 
payers with balances to pay they pro- 
vide a request for payment, a ledger 
account, and a first collection re- 
minder. In addition, other copies of 
the form are vouchers supporting 
necessary internal accounting and 
providing the basis for statistical 
sampling. 

The end of May sees the “mass” of 
the intake disposed of. The tempo- 
rary employees are released and the 
operating segments of the district of- 
fice swing into their pre-planned pro- 
grams of activity for the remainder of 
the cycle. The volume of accounts for 
collection is at its peak. These ac- 
counts are subjected to the various 
processes of collection by means of a 
continuous cyclical review. The final- 
ized returns from the T67A process 
have gone to the taxroll section 
which files them and then commences 
its work program of detecting non- 
filers and matching information re- 
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ceived from employers and others to 
that reported by taxpayers. 

The assessments branch, which has 
been heavily involved in the T67A 
process, now swings fully back to its 
main program of examining returns 
and records. Some of these examina- 
tions are done on a “desk audit” basis. 
If the taxpayer is brought into the 
picture it will likely be by letter or by 
telephone to clarify a point. Other re- 
turns are examined on a “field audit” 
basis. Here the assessor goes to the 
taxpayer's place of business and often 
examines records. 


Uniformity 

The Division does all in its power 
to achieve uniformity of tax applica- 
tion across Canada. The problems in- 
volved will be apparent to anyone 
who considers that a verv detailed 
statute must be applied to a diversity 
of business activity across a very wide 
area. To gain uniformity, the Division 
relies on several means of control: 

1. Manuals — Carefully prepared 
policy and operating manuals are 
kept up-to-date for the training 
and guidance of all personnel en- 
gaged in enforcement and admin- 
istration activities. 

2. District checking staff — Selected 
assessors regularly check the com- 
pleted work of all other assessors 
for accuracy and uniformity with- 
in the district. 

3. Head office review staff — To 
achieve uniformity between dis- 
tricts, groups of experienced as- 
sessors are continually checking 
district work either by direct visit 
or by examination at headquarters 
of district office assessments. In 
addition, these head office person- 
nel are consulted by the districts 
in difficult and complex cases. 
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4. Inspection staff — An inspection 
staff, responsible to the Deputy 
Minister, periodically examines all 
phases of each district’s activities 
to ensure that laid-down pro- 
cedures and policies are being ef- 
fectively carried out. 


Enforcement 

Income taxpayers in Canada file 
under a system of self-assessment. In 
other words, they themselves state 
what earnings they receive and what 
taxes they have to pay. If all of this 
could be correctly accomplished in 
100% of cases, the Division’s role in 
the scheme of things could be restrict- 
ed to supplying forms and informa- 
tion and receiving money. For several 
reasons, however, the Division must 
undertake programs of enforcement 
in the following three distinct fields: 


1. Taxroll field — Some people do 
not file voluntarily. 

2. Assessing field — Some returns are 
incorrect because of mathematical 
error, misinterpretation of the law, 
avoidance schemes and deliberate 
evasion. 

3. Collection field — Some people 
are temporarily unable to pay 
taxes due or will not do so with- 
out compulsion. 

In the taxroll field the enforcement 
effort is carried on by the taxroll sec- 
tions of the district office administra- 
tion branches. In addition to storing 
files and producing them for various 
purposes on requisition, they also per- 
form a revenue-producing function. It 
commencés immediately after the 
main intake of returns at April 30 has 
been processed and filed. A wide 
variety of methods is employed to 
detect non-filers, including checks to 
different kinds of directories, informa- 
tion reported by employers, debtors, 
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and dividend payers, municipal re- 
cords, registries, and so on. The door- 
to-door canvass has been employed 
effectively on occasion. The steps to 
obtain returns from involuntary filers 
are the request, the demand, and the 
court action. In the fiscal year ended 
March $1, 1956, these activities pro- 
duced additional returns which on 
assessment yielded over $7% million 
in tax revenue. 


It is in the assessing field that the 
most important of the Division’s en- 
forcement work is carried on. The 
aim of this work is simply to bring 
about maximum compliance with the 
tax law. The direct work is of 
course done by the districts along 
broad program and policy lines laid 
down by headquarters. Under the 
district director the chief officer re- 
sponsible for assessing enforcement 
work is the chief assessor. Under him 
will be several assessing sections, the 
number depending upon the size of 
the district, a checking section, a suc- 
cession duties section and a special 
investigation section. Sections are 
further broken down into groups, the 
number again depending upon dis- 
trict size. In addition, each district 
assessments branch has a clerical and 
tvping unit. 

As was previously mentioned, a 
“first look” is given returns during the 
T67A program. This‘ suffices to cor- 
rect mathematical errors or those due 
to misinterpretation of the law cover- 
ing dependants, medical expense 
claims, and so on. The more serious 
kinds of tax misstatement, however, 
are only found by a more intensive 
scrutiny of returns and underlying 
statements and records than the “first 
look” technique will permit. It is in 
the “second look” that the main effort 
of assessing personnel, and especially 
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of those trained in accountancy and 
special investigation methods, is em- 
ployed. This type of work requires 
careful and intensive advance plan- 
ning and programming if the most ef- 
fective use is to be made of the dis- 
tricts’ limited numbers of technical 
personnel. 

The Division considers it an essen- 
tial part of its enforcement activity to 
detect and punish tax evaders. Re- 
grettably, a percentage of taxpayers 
cheat and thus pose a threat to their 
fellow citizens generally and the 
soundness of the tax system in par- 
ticular. The detection of tax fraud is 
not easy and requires the use of tech- 
niques often quite different from 
those of ordinary assessing. Here we 
are in the field of criminal law with 
its principle of proof beyond a 
shadow of a doubt. The Division is 
always concerned with the damage 
possible to an honest man’s credit and 
reputation which can result from a 
misdirected and clumsy investigation. 
Nevertheless it has been found that 
seemingly insignificant indications of 
fraud, when probed to the bottom, 
often lead to disclosures of extensive 
tax evasion. 

The enforcement effort carried out 
in the collection field needs little ex- 
planation. It is trite to say that all the 
intensive taxroll and assessment effort 
would be of little avail if the resulting 
taxes assessed were not collected. Col- 
lection work is done by the accounts 
sections of district administration 
branches. It carries on_ steadily 
through the year, the peak load being 
received just after the April 30 filing 
date. 


Legislation 

A word should be said about the 
Division’s role in shaping the tax law. 
Tax legislation is, of course, the re- 
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sponsibility of the Minister of Fi- 
nance. The Division is asked to ad- 
vise on the administrative feasibility 
of tax proposals. In addition, it ad- 
vises the Minister of Finance of in- 
stances where the law is not operating 
as intended or where certain taxpay- 
ers have been able to avoid their 
share of the tax burden without 
breaking the law itself. This ad- 
visory role is in keeping with the aim 
already discussed whereby the Di- 
vision strives for uniformity of tax ap- 
plication among all taxpayers. 


Accounting 

The Division’s internal accounting 
system is not complex. Accounts are 
maintained in each district for em- 
ployers who deduct tax at source, for 
taxpayers who make instalment pay- 
ments and for those who owe assessed 
tax. For tax deductions, the periodic 
remittances from employers are cred- 
ited to their tax deduction accounts. 
After February 28 following a calen- 
dar year a debit is posted to each 
such account from the employer's T4 
summary return. This debit either 
clears the account or leaves a balance 
which must be immediately recon- 
ciled. Instalment payments from in- 
dividual and corporate taxpayers are 
credited to their accounts. Debits 
representing assessed tax are posted 
after the pertinent return has been 
assessed. A remaining debit balance 
becomes subject to collection action. 
A credit balance is cleared by a re- 
quisition to Treasury for refund. Ac- 
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counts are opened for only a small 
percentage of wage returns. These 
are cases where the deduction at 
source has not satisfied the full tax 
and the balance is not remitted on 
filing. 

Each district office maintains a gen- 
eral ledger consisting mainly of con- 
trol accounts for the subsidiary em- 
ployers’ and _ taxpayers’ accounts, 
revenue accounts, and head office ac- 
count. 

Filing 

Taxpayers returns are stored in 
folders in 4-drawer file cabinets. They 
are maintained in straight alphabet- 
ical order, a system which has been 
found most satisfactory after many 
experiments with numeric, alpha- 
numeric, and library-bureau methods 
of indexing. A system of charge-out 
of requisitioned returns is maintained 
for file-control purposes. 


Conclusion 


This outline of the administration 
of the Taxation Division has been 
confined to fundamentals and _ is 
meagre of detail. A static picture 
could not be painted in any event. 
The Division, like most large Can- 
adian business organizations today, is 
constantly reviewing and revising its 
procedures in the light of changing 
requirements. It must suffice to say 
that there is a continuing effort to 
maximize the efficiency of operations 
so that the very least part of the tax 
dollar collected is used up by the col- 


lection process itself. 
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Accounting Research 


SHAREHOLDER RELATIONS PROGRAMS — 
INTERIM FINANCIAL REPORTING 


Gertrude Mulcahy, B.A., C.A. 


Public relations programs have oc- 
cupied an important position in most 
Canadian companies in recent years. 
Such projects are designed by man- 
agement for the specific purpose of 
stimulating and retaining a public de- 
mand for the company’s products 
and services. They usually take the 
form of well developed regular re- 
leases pointing out the current de- 
velopments and advancements made 
by the company in its particular field 
of production and in its contribution 
to the business world and public wel- 
fare generally. 

When compared with some elabor- 
ate public relations programs in oper- 
ation today, the shareholders relations 
program of most Canadian companies 
is sadly deficient. Most outstanding, 
perhaps, is the obvious lack of well 
developed regular releases which have 
been so predominant in public rela- 
tions activities. If management ex- 
pects to maintain shareholders’ confi- 
dence and to cultivate investor ac- 
ceptance, it may have to do something 
more than provide financial informa- 
tion once a year, at annual report 
time. The inadequacy of this limited 
disclosure, which is current practice 
in Canada today, is aggravated by the 
fact that the annual report frequently 
does not reach the shareholders until 
two to six months after the end of the 
fiscal year. The information it con- 
tains may well be obsolete by that 
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time and may lead to a false impres- 
sion of the current position of the 
shareholders’ investments. 

Frequent and regular reporting is a 
must in any well developed share- 
holders’ relations program. The tre- 
mendous improvement in the annual 
reporting techniques in the last few 
years indicates that Canadian man- 
agement has shown “that it can recog- 
nize, and is prepared to comply with, 
constructive changes in the needs of 
shareholders”. It is to be hoped 
that this recognition will not be limit- 
ed to annual reporting alone but will 
be expanded to include regular and 
frequent communications during the 
fiscal year. 


Current Developments in Interim 
Reporting 
United States 

In the United States, the practice of 
issuing interim reports to shareholders 
has become widely accepted. As in 
other aspects of financial reporting, 
the stock exchanges have played an 
important part in the gradual develop- 
ment and acceptance of this extension 
of reporting techniques in that coun- 
try. As a general rule, the New York 
Stock Exchange no longer lists a 
company which will not agree to issue 
quarterly reports. Exceptions to this 
rule are made only for companies 
with peculiar inventory or accounting 
problems, where such reports might 
well prove to be misleading. 


1 F, S. Capon, The Canadian Chartered Ac- 
countant, October 1955. 
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Regular interim reporting is not a 
new development in the United States 
but has been used by an increasing 
number of companies since 1901. 
P. L. West, in an article “Progress in 
the Public Interest”,? has traced the 
growth of this procedure among com- 
panies whose shares are listed on the 
New York Stock Exchange. In 1901, 
the newly formed United States Steel 
Corporation began issuing quarterly 
reports. The first company to agree 
in writing to this type of reporting 
was Niagara Falls Power in 1910. 
Mr. West points out that, as a result 
of the constant urgings of the Ex- 
change, approximately 37% of the 
companies listed in 1927 were agree- 
ing to quarterly reporting. This per- 
centage rose to 63% by 1931 and 75% 
by 1945. By the end of November 
1955, approximately 90% of the com- 
panies had agreed to adopt the prac- 
tice on a quarterly basis, with an ad- 
ditional 7% issuing semi-annual re- 
ports. 

The Securities & Exchange Com- 
mission regulations, relating to semi- 
annual, quarterly, and monthly re- 
ports, cover filing with the Com- 
mission only and do not require sub- 
mission to shareholders. However, the 
semi-annual report, which consists 
mainly of a condensed profit and loss 
statement, and the monthly report of 
unusual transactions are available for 
public inspection at the offices of the 
Securities & Exchange Commission. 
They are used extensively by financial 
services, analysts, etc., and thus the 
information is widely circulated. The 
quarterly reports, which are made up 
of condensed profit and loss state- 
ments, are confidential and are used 
only by the Commission for statistical 
compilations. 


2 The Analysts’ Journal, February 1956. 
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Great Britain 

Leading accounting publications in 
Great Britain have long deplored the 
reluctance of British public companies 
to provide regular periodic reports 
to shareholders. Although Sir John 
Braithwaite, Chairman of the London 
Stock Exchange, has gone on record 
as saying that more Boards of Di- 
rectors should consider issuing half- 
yearly statements of results, the 
British stock exchanges have not yet, 
written interim reporting into their 
regulations. The decision as to the 
adoption of this practice rests with 
management. 

In recent years, accountants, stock- 
brokers and others have been putting 
forth considerable efforts to convince 
management of its responsibility to 
keep shareholders regularly informed, 
not just through annual reports but 
through regular reporting during the 
year. R. F. Tetley, in commenting on 
the deficiencies in current practices, 
pointed out that “In the interest of 
good relations, stockholders should 
be given a maximum of information 
as regards the progress of the com- 
pany’ business, whereas, in most 
cases, at present they are only told 
what the Board thinks is good for 
them to know and are given, once a 
year only, the bare minimum informa- 
tion laid down by the Companies 
Act.”® Mr. Tetley stated further that 
“Even if pressure is not brought to 
bear by the Stock Exchange, it will be 
eventually by stockholders in general, 
who have only to combine and say 
they must have interim profit re- 
ports.”* 

It is encouraging to note that the 
efforts of those who have long ad- 


vocated the more general acceptance 


3 The Accountant, November 1955 
4 ibid 
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of the practice of interim reporting 
have begun to produce results. In 
November 1956, The Accountants 
Journal noted that “More and more 
United Kingdom companies, though 
slowly and with some reluctance, are 
sending out progress statements.” Al- 
though the numbers are not, as yet, 
very large, at least a start has been 
made toward developing this pro- 
cedure into a generally accepted prac- 
tice. 


Canada 

In Canada, as in Great Britain, 
there are no specific regulations re- 
quiring the communication of finan- 
cial information to shareholders on 
other than an annual basis. Many 
Canadian companies, however, are 
affected by American interim report- 
ing requirements either because their 
stocks are listed on some leading 
American stock exchange or because 
they operate as subsidiaries of Amer- 
ican public companies. As a result, 
interim reporting has been used in 
Canada to some degree for a number 
of years, but there is little evidence 
of an outstanding trend towards the 
general acceptance of this proce- 
dure. 

The degree to which interim reports 
will become common practice de- 
pends entirely on the extent to which 
management of Canadian companies, 
without American associations, come 
to realize that their responsibilities 
to keep the shareholders adequate- 
ly informed cannot be accomplished 
through the annual report alone. In 
September 1956, Paul Deacon noted 
that, although many companies still 
ignore this method of communication, 
“The practice is growing here too, 
particularly in the past two or three 
years. Most of the leading com- 
panies have now incorporated either 


5 Financial Post, September 29, 1956 
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semi-annual or quarterly reports in 
their corporate agendas”. Mr. Deacon 
listed some 106 Canadian companies 
whose management were reporting to 
shareholders on a quarterly, semi- 
annual, or monthly basis. This repre- 
sents a step in the right direction, but 
as there are some 900 companies 
whose stocks are listed on the Toronto 
Stock Exchange, this progress is not 
particularly overwhelming. In addi- 
tion, according to the information 
provided in the Financial Post's, “1956 
Surveys of Industrials, Mines & Oils,” 
29 of the companies noted by Mr. 
Deacon listed their stocks on either 
the American or New York Stock Ex- 
change. This would indicate that to 
date only 77 Canadian companies 
have introduced interim reporting on 
a voluntary basis. 

Of the 300 Canadian companies 
whose annual reports for 1956 are 
being included in the CICA. 
analysis of current financial reporting 
practices, only 37 had adopted the 
policy of issuing interim reports by 
December 31, 1956. Since these sur- 
vey companies represent a fair cross 
section of Canadian industrial and 
commercial undertakings, this would 
indicate that only 12% of Canadian 
companies are following this most de- 
sirable procedure. 


Advantages of Interim Reporting 


The advantages which accrue from 
interim reporting by a public com- 
pany are shared by the shareholders, 
the management and the public gen- 
erally. From the shareholders’ point 
of view the most obvious benefit lies 
in the fact that, through this medium 
of communication, they are able to 
keep up to date on the current trends 
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and true position of their investments. 
Because of the complexities of modern 
business and because trends and situa- 
tions in any one industry can change 
radically in a short period of time, this 
advantage is particularly important 
today. 

Interim reports can be used by 
management as a means of demon- 
strating that it recognizes the posi- 
tion and rights of the shareholders as 
owners of the business and is accept- 
ing the responsibility of keeping them 
aware of actions taken in the adminis- 
tration of their affairs. The share- 
holders, in turn, are more likely to 
have confidence in the Board of Di- 
rectors if they are assured that it is 
doing something more than the min- 
imum legal requirements of annual re- 
porting. 

The frequent circulation of perti- 
nent financial data and adequate ex- 
planations can help also to develop, 
among the shareholders, a_ better 
understanding of business activities 
and problems of management. Conse- 
quently it would be much easier for 
them to make an adequate assessment 
of the effectiveness with which the 
management has executed its steward- 
ship. 

The extent to which moneys can 
be attracted to and retained by a par- 
ticular company depends upon the 
extent to which the investing public 
is convinced that the securities repre- 
sent a desirable investment. If a com- 
pany’s performance is good, frequent 
and full reporting will do a great deal 
towards creating a receptive market 
for the company’s securities. On the 
other hand, if a company’s perform- 
ance is unsatisfactory, interim reports 
containing adequate explanations and 
indicating the remedial action taken 
by management may help to prevent 


permanent damage to the market for 
the company’s stocks. 

Within the stock market financial 
information released at intervals dur- 
ing the fiscal year enables a more ac- 
curate valuation to be placed on 
shares than would otherwise be the 
case. “By providing authoritative in- 
formation to offset rumours and to 
keep the shareholders closely in- 
formed on what is happening, man- 
agement is helping to stabilize stock 
market fluctuations and to increase 
the marketability of securities.”* 


Alleged Disadvantages 

The management of some com- 
panies have held out against interim 
reporting on the basis that the dis- 
closures therein provide valuable in- 
formation to competitors. This is a 
very out-of-date argument. The finan- 
cial information included in an in- 
terim report would add very little to 
what the competitors can learn from 
other sources. American companies 
do not appear to have sustained any 
particular damage from the general 
acceptance of this type of disclosure. 

Another objection frequently cited 
is that the financial information for 
short periods cannot possibly be exact. 
The preparation of quarterly figures 
involves estimates and assumptions 
concerning inventory valuations, de- 
preciation, income tax provisions, 
costs of sales, bonuses and _ profit 
sharing provisions which cannot be 
established until the whole year’s op- 
erations are taken into account. How- 
ever, because of the vast improve- 
ments in accounting techniques, such 
estimates can be made at regular in- 
tervals during the fiscal year with a 
reasonable degree of accuracy. In ad- 


dition, interim reports are not intend- 


6 F. S. Capon, The Canadian Chartered Ac- 
countant, October 1955 
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ed to be formal accounting documents 
but rather estimates prepared for the 
specific purposes of providing an in- 
dication of the general trend and de- 
velopments. In the majority of cases, 
the interim reports identify the finan- 
cial figures as estimates and clearly 
state that they have not been audited 
and are subject to year end audit ad- 
justments. 

It is frequently argued that season- 
al fluctuations can cause the figures 
for any one period to be misleading. 
This deficiency can be very easily 
overcome by providing proper explan- 
ations and adequate comparative 
figures for earlier periods. “If each 
period is compared with its corres- 
ponding seasonal period in a previous 
year or years, the seasonal fluctuation 
is largely eliminated as such.”’ 


7 ibid 
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That the preparation and publish- 
ing of interim financial reports is too 
costly is no longer a valid reason for 
not adopting this procedure. In al- 
most every company today, financial 
statements are prepared at regular in- 
tervals during the year for manage- 
ment’s use. Thus the preparation of 
interim reports merely involves the re- 
leasing of information which is al- 
ready available. Although some com- 
panies have used very expensive 
formats, a mimeographed sheet with 
relevant facts and figures would 
serve the shareholder’s needs equally 
as well. 


(This discussion will be concluded 
next month by an analysis of the con- 
tents of some of the interim reports 
prepared by Canadian companies and 
of other shareholder relations tech- 
niques. ) 


MORE ON BULLETIN NO. 10 


Mr. Crowe has written a letter to the editor in regard to Mr. Herington’s 
discussion on the subject of “Depreciation and Capital Cost Allowances” 
which appeared in the January issue. Because of the interest in Bulletin No. 
10, Mr. Crowe accepted the suggestion that his letter should appear in this 


section of the magazine. 
comments he may wish to make. 


Mr. Crowe Writes 
Montreal, Jan. 31, 1957 
BuLietin 10 

Sir: In his article on “Depreciation and 
Capital Cost Allowances” in your January 
issue, Mr. H. P. Herington dismisses my 
article of July 1956 on the grounds that 
“it is doubtful if the capital expenditures of 
many companies would follow a clear pat- 
tern of growth”. That the factor of growth 
must be a consideration in any intelligent 
analysis can hardly be denied. Presum- 
ably, Mr. Herington means that a consistent 
rate of growth cannot usually be expected. 
If so, a re-reading of my article should con- 
vince him that a considerable portion dealt 


We have asked Mr. Herington for any further 


with this very problem for which, in my 
opinion, Bulletin 10 does not provide a 
satisfactory answer. 

Mr. Herington states that “if, as the 
article suggests, Bulletin 10 only applies to 
a single asset it would have (a) narrow 
application .... ” This is roughly cor- 
rect. I consider that Bulletin 10 is based 
on a single asset analysis and probably 
makes sense for a company with a single 
major investment, such as one plant. De- 
spite Mr. Herington’s explanations, it has 
still to be demonstrated that the majority 
recommendation of this bulletin is a prac- 
tical proposition when applied to the whole 
picture of a multi-asset expanding company. 
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Mr. Herington further states “in the long 
run accumulated provisions for deprecia- 
tion will correspond to the aggregate capital 
cost allowances claimed”. For a static com- 
pany with one major asset this statement 
may be true. For a growing concern (un- 
less the “long run” envisages the decline 
and winding-up of the company) it is very 
wide of the mark indeed. This problem 
has been discussed authoritatively in a 
number of articles, but the essential prin- 
ciple clearly is as follows: 


For a single asset, accumulated deprecia- 
tion obviously sooner or later becomes 100% 
of the cost of the asset. Therefore, you 
may say that ultimately the method or rate 
of depreciation doesn’t much matter. Look- 
ing at the overall picture of a progressive 
industrial firm, however, accumulated de- 
preciation is never likely to approach 100% 
of the cost of the company’s assets. It is 
almost a contradiction in terms to think of 
such a company having its assets fully de- 
preciated. Accumulated depreciation for a 
going concern, therefore, is normally at a 
level very much less than 100% (probably 
below 50%) of the total asset cost. This 
level is a function of two factors: 


1) The rate of growth of the company. 
2) The rate of depreciation. 


The higher the rate of growth, the lower 
the ratio of accumulated depreciation to as- 
set costs; the higher the rate of depreciation, 
the higher the ratio. Therefore, for a going 
expanding company the rate or method of 
providing for depreciation or claiming 
capital cost allowance makes a very great 
deal of difference, not only in the short 
run, but, more important, in the long run. 


Mr. Herington comments that with con- 
stant tax rates “income taxes in the long 
run will be the same, however capital cost 
allowances may be taken”. Again this 
sweeping theory, if true, might make it 
easier for accountants to sleep at night. 
For the reasons noted above and having 
regard for the change and growth of the 
Canadian economy, as_ evidenced for 


example by the Gordon Report, it is an 
assumption which is more than somewhat 


unreal. 
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It is my understanding that the discus- 
sions in Halifax by no means indicated 
“substantial acceptance of the bulletin”. In 
fact, there was a widespread belief that 
the majority position should and would be 
re-examined. Mr. Herington’s article is a 
narrow re-affirmation of the majority re- 
commendation. I suggest that in the full- 
ness of time the minority opinion will be 
recognized as a much shrewder appraisal 
of the situation. 

J. W. Crowe, C.A. 


Mr. Herington Replies 


I welcome this opportunity of consider- 
ing further some of the possible effects of 
Bulletin No. 10. At the outset I wish to 
say that Mr. Crowe’s approach and in par- 
ticular the kind of calculations he has made 
are essential to a full understanding of the 
subject. If in my discussion in the January 
issue I seemed to dismiss his article, it was 
not because it lacked interest or usefulness 
but because it did not offer a clear-cut 
solution for the immediate problem which 
is the distortion of income that occurs when 
income taxes are materially reduced through 
the application of the capital cost allow- 
ance provisions of the Income Tax Act. 

Turning to the article itself, I shall begin 
where Mr. Crowe left off. His concluding 
words were “Savings accruing from the di- 
minishing balance system unfortunately will 
probably not come to companies in any 
even flow, but will vary directly and vio- 
lently with sharp fluctuations in gross con- 
struction expenditures. Where this distor- 
tion of income becomes a significant prob- 
lem, however, it would not appear to be 
beyond the ingenuity of accountants to de- 
velop an answer”. The italics which are 
mine have been introduced in order to 
focus attention on the situation which led 
to the issue of Bulletin No. 10. 

Having removed these sentences from 
their context, I hasten to add that in the 
particular circumstances described in the 
article Mr. Crowe correctly reaches the 
conclusion that for any company with a 
positive rate of expansion there is a con- 
tinuous reduction in taxes and these reduc- 
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tions normally represent real savings. It 
follows that in such cases the payment of 
the so-called deferred income tax is in- 
definitely postponed. This would also be 
true of initial savings where there is no 
appreciable expansion. 

However, I hold to the view that the re- 
peal of regulation 1100(4) and the num- 
ber of cases of unprecedented expansion 
programs created just such a situation as 
that to which Mr. Crowe referred in the 
concluding sentences of his article. It was 
for these reasons that the Committee on 
Accounting and Auditing Research under- 
took a study of the problem, and the recom- 
mendations of Bulletin No. 10 were of- 
fered as a means of overcoming the diff- 


culty. 

We who were concerned with the pre- 
paration of that bulletin, recognizing the 
growing importance of the figure of net in- 
come for the year, first directed our atten- 
tion to the income account. The introduc- 
tion of a charge for income taxes calculated 
on the footing that the amount of the re- 
corded depreciation and no more would be 
claimed as a capital cost allowance pro- 
duced a figure for net income which could 
be usefully compared with the results of 
other years. 

Turning then to the credit side of the 
entry, we became as it were the victims of 
double entry bookkeeping. What was the 
nature of this credit which emerged as “de- 
ferred income tax”, a liability for income 
tax payable at a future date, an allocation of 
present and future income taxes or a per- 
manent tax saving? These were some of 
the questions that required an answer. 

It was suggested that a tabulation of the 
past experience of a selected group of com- 
panies might provide the answer. The 
tabulation was not proceeded with for a 
number of reasons. First, it was doubtful 
if the experience of the past would be a 
reliable guide to the future in this as in 
many other respects; secondly, unless a 
large number of companies, both large and 
small, were selected the results might not be 
representative; thirdly, there was no assur- 
ance that companies would cooperate to the 
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extent necessary if the study was to be 
effective; and finally, the clerical effort 
would have been quite beyond the re- 
sources of the committee. 

It may well be that for some companies 
the difference between recorded depreciation 
and capital cost allowance is merely one 
of those circumstances consistently present 
year after year which explain the disparity 
between reported income and_ taxable 
income. It would then be one of the 
many factors which produce a_ variable 
corporate tax. A company whose experience 
was substantially similar to that shown in 
table 2 of Mr. Crowe’s article would un- 
doubtedly be a company of this sort. 

It may be reasonable to forecast a con- 
tinuous and orderly growth for an entire 
economy over 15 or even 25 years. It 
does not follow that any one company or 
any one industry will enjoy a corresponding 
growth. 

Bulletin No. 10 has already had a degree 
of acceptance by those companies that pub- 
lish their accounts, which indicates it is 
serving a useful purpose. As a matter of 
convenience and not necessarily because of 
disagreement with the recommended pro- 
cedure a great many companies, particularly 
in the medium and smaller group, have ac- 
cepted capital cost allowance as a substi- 
tute for depreciation. In the absence of 
construction in progress this procedure does 
not usually lead to an undue distortion 
of income. 

The majority position in regard to Bul- 
letin No. 10 was re-examined following the 
discussions in Halifax and the appearance of 
Mr. Crowe’s article, and there seemed to be 
no need for a revision of its recommenda- 
tions at this time. The committee, while 
expressing a preference for a_ particular 
treatment, offered as an alternative a resort 
to explanatory notes. I would think that 
any company that feels that in its particular 
circumstances the tax savings are likely to 
be permanent savings is free to say so. In 
the meantime, Bulletin No. 10 remains on 
the agenda of the committee and if ex- 
perience points to a better solution revision 
will surely come. 
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STATEMENTS WITHOUT AUDIT 


A prRACTisinG member of the Institute 
is frequently engaged in his capacity 
as an accountant rather than as an 
auditor. This type of engagement 
may require the preparation of finan- 
cial statements without examination 
sufficient in scope to permit an ex- 
pression of opinion. 


Unaudited statements may be ten- 
tative in nature, perhaps intended 
only for the client, but the account- 
ant has little opportunity to control 
their use or to prevent them from be- 
ing placed in the hands of third par- 
ties. The types of engagements are 
so varied that uniformity in proced- 
ures cannot be expected, but the dif- 
ference between the reliance war- 
ranted by audited statements on the 
one hand, and the provisional nature 
of unaudited statements on the other 
hand, calls for a clear distinction if 
misunderstandings are to be avoided. 


The following recommendations are 
made with a view to clarification of 
practice and of public understanding 
of the degree of responsibility resting 
on the accountant in specific cases. 
The suggestions refer to circum- 
stances where a practising member 
prepares or is associated with the is- 
sue of statements without audit. 


Professional Integrity 

The accountant should seek to 
maintain his professional integrity in 
his association with an unaudited 
statement to the same degree as in 
an audit engagement. He should not 
place himself in a position where he 
might be identified directly or indi- 
rectly with any financial statement 


that he has reason to suspect is un- 
true. Where doubt exists as to the 
propriety of the statements the ac- 
countant should decline to act, un- 
less the client permits an examination 
sufficient to remove the doubt. 


Identification and Disclaimer 


Where a practising member associ- 
ates his name with an unaudited 
statement, he should give clear indi- 
cation of the significance of such as- 
sociation. Each such statement should 
be accompanied by a disclaimer by 
the accountant which makes it clear 
that he is not giving an opinion. The 
disclaimer, or a reference to it, should 
appear on the principal statements of 
the set. The disclaimer may state 
simply that the statements have been 
prepared without audit, but if other 
comments are submitted, a definite 
denial of opinion should be included. 


The accountant must avoid giving 
the impression, by wording or other- 
wise, that his comments are an ex- 
pression of opinion on the statements. 
In such circumstances, the accountant 
should not be referred to as “auditor” 
and any headings or references to his 
comments should avoid use of the 
words “report” or “certificate”, since 
the terms “auditor’s report” and “au- 
ditor’s certificate” are usually associ- 
ated with an expression of opinion. 
If a heading or reference is desired, 
one suitable designation for the com- 
ments regarding an unaudited state- 
ment would be “Accountant’s Com- 
ments”. 

If the comments include particulars 
of work performed, the accountant 
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should make it clear at the outset 
that he has not performed an audit, 
and he should consider mentioning 
important audit procedures which 
have been omitted. 


Choice of Stationery 

Practising members, while accus- 
tomed to thinking in terms of the re- 
sponsibility of auditors, recognize also 
the fact that anyone connected with 
the preparation of a statement as- 
sumes a measure of responsibility ap- 
propriate to the part he has played, 
no matter how complete a disclaimer 
is issued, or even if his name is not 
indicated in any way. In this respect, 
the choice between plain or printed 
stationery is relatively unimportant. 
Statements on plain paper, further- 
more, are frequently accompanied by 
a letter of transmittal over the ac- 
countant’s signature. In any event 
the use of plain paper does not re- 
lieve the accountant from any respon- 
sibility he might otherwise have in 
the circumstances. 


Examples of Disclaimers 

Without attempting to establish 
any particular form for the disclaimer 
of opinion by the accountant who has 
prepared a statement without carry- 
ing out such an audit as would per- 
mit him to express an opinion, the 
following example is offered as a 
wording that might be suitable in 
particular circumstances. 


The accompanying balance sheet 
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and statement of profit and loss 
have been prepared by us from the 
books and records of the company 
and from information given to us. 
We did not perform an audit of the 
accounts and accordingly are not 
in a position to express an opinion 
on the financial statements. 
Where the accountant identifies 
himself with the preparation of a tax 
return without having performed an 
audit, the following form would be 
appropriate: 
This tax return has been prepared 
from information supplied by the 
taxpayer without verification by us. 


Advantages of an Audit 

Very often the question of prepar- 
ing an annual statement without au- 
dit arises only because the client 
lacks an appreciation of the nature 
of the services that might be rendered 
by the auditor. In such cases the 
practising member may render a use- 
ful service to the client by explain- 
ing the advantages to be gained from 
an audit. 


Audit Appointments 

The preparation of unaudited state- 
ments and reporting thereon does not 
discharge the obligations assumed by 
an auditor. A member should not ac- 
cept the appointment as auditor on 
terms or in circumstances which 
would preclude an expression of 
opinion on the financial statements 
of the client. 
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Administrative Accounting 


CoNTROL MECHANISMS 


Some time ago there was a lengthy 
discussion among members of our 
company on the question of how to 
exercise control in a business. Na- 
turally our discussion ranged far and 
wide, and as it progressed, it became 
more and more obvious that “control” 
as applied to the functions of man- 
agement is not so well understood or 
so simple as might appear on the sur- 
face. 


What, then, is control? Surely it is 
ensuring that all levels of the organi- 
zation carry out their duties in ac- 
cordance with the policies and plans 
of management. 


If this definition is accepted, how is 
control accomplished? 


Broadly speaking, controls fall into 
two major categories, those that are 
purely mechanical and those that re- 
quire the exercise of judgment. Some- 
times the dividing line is very thin, 
and in many cases both phases may 
actually overlap in the one operation. 
In the main, however, policy and 
execution are the responsibilities of 
different parts of the organization, 
and it is management's function to co- 
ordinate them. For example, top 
management will decide whether or 
not a new plant will be built. Once 
this decision is made, the implementa- 
tion becomes the responsibility of a 
totally different level of management. 
Continued top management control, 
however, is usually maintained by 
routine checks and reports ensuring 
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that the overall approved plan is be- 
ing followed. The control of policy 
is the function of one group and the 
implementation is the function of an- 
other. Between these two, there must 
be some plan for continuous cross- 
checking of the implementation with 
the policy. 

Probably the largest area of con- 
trol within most organizations is in 
the financial field. This is where the 
accountant’s interest lies and where 
he has the greatest opportunity to 
exercise his ingenuity. The verb 
“control” is defined by Webster as 
(1) to check or verify (payments, 
ete.) by comparison with a duplicate 
register; (2) to regulate (financial af- 
fairs). The noun is defined as (1) 
the authority to direct or regulate; 
(2) a means of restraint, a check. 
The accountant’s task is to design a 
system of control which ensures the 
proper performance according to 
plan but does not unduly hamper and 
is not too expensive to operate. 

All levels of management are ne- 
cessarily involved in the formulation 
of a control system. Government 
legislation establishes certain basic 
controls which all companies must ob- 
serve. It sets out minimum account- 
ing requirements and minimum re- 
quirements for shareholders’ reports, 
states the powers of directors, and so 
on. Thus, the structure of control is 
started. At each level of manage- 
ment, further controls are added. 
For example, the powers of the presi- 
dent and vice-president, or vice-presi- 
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dents, are defined by the company 
by-laws and by the board of direc- 
tors. Within this general framework, 
the complete control system is event- 
ually designed. 


Reverting to the area of financial 
control, we might consider in detail 
some of the mechanisms accountants 
use. Perhaps the first problem is in 
the handling of cash, both receipts 
and disbursements. It is unnecessary 
to discuss such techniques as the dif- 
ferent types of bank accounts (de- 
posit accounts, payroll accounts, auto- 
matic transfer accounts, dividend ac- 
counts, general accounts), or the 
countersigning of cheques, the use of 
protectographs, and other devices to 
prevent the improper withdrawal of 
cash. The most important control 
point in the handling of the com- 
pany’s funds is the document which 
initiates a payment. This, then, is the 
first challenge to the accountant. He 
must design a streamlined procedure 
which ensures the company against 
improper payments but does not hin- 
der the payment process and is not 
too costly. 

Here again, in the simple process 
of the control of expenditures are 
exemplified the two major areas of 
control, i.e. the authorization to make 
the payment and the mechanics of 
actually making it. Obviously, the 
authorization is by far the more im- 
portant, since this action initiates the 
payment. Even before this, how- 
ever, the action which committed the 
company to the expenditure must 
have taken place, and it, more than 
either of the other two, is of prime 
importance because it caused a de- 
cision binding on the company. Hence 
there is another major check-point. 
Did the person making the commit- 
ment have the power to do so? Was 
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it correctly made within overall com- 
pany policies? Was it a necessary 
action to implement the company’s 
operations? 

This procedure sounds complicated 
but in actual practice would work to 
a pattern. The company’s purchasing 
agent would necessarily have been 
given the authority to make purchases 
of raw materials, etc. on the com- 
pany’s behalf. In most cases, he 
would do so by issuing a purchase 
order, which is the instrument where- 
by the commitment is made. Intern- 
ally, though, another action has usual- 
ly taken place before this, ie. the 
request to the purchasing agent to ob- 
tain the material in question. Here 
is the real beginning of the whole 
cycle and it is here that the controls 
must be installed to ensure that only 
purchases necessary for efficient op- 
erations are made. Usually these will 
take the form of combined dollar and 
coverage limitations on the size of the 
purchase. 

This whole system of control check- 
points can be summarized as follows: 


I. Purchase authorization 
II. Purchase order 

III. Payment document 
IV. Release of payment. 


Of course, there are a number of 
subsidiary points to be considered. 
For instance, power to approve pur- 
chase authorizations will be delegated 
in such a way that the level of au- 
thority required will vary with the 
size of the recommended purchase. 
The authority for signing purchase 
orders will be organized so that those 
which are strictly routine in charac- 
ter can be authorized at a relatively 
low level in the organization. Pay- 
ment documents must be designed to 
answer such questions as “was the 
material received?”, “was it of a satis- 
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factory quality?”, “was the actual 
quantity invoiced received?”, “are the 
extensions correct?”. Finally, the 
actual release of the payment repre- 
sents the final control point; the sign- 
ing officers must be satisfied that the 
payment is proper in all respects. 


While the process of purchasing 
and paying for materials and services 
is only one of the functions to be con- 
trolled, it is an excellent example of 
the mechanics of control. It affords 
the opportunity of reviewing most of 
the problems encountered without un- 
duly confusing the issues. It is, how- 
ever, one of the simpler operations 
because the factors are easy to de- 
fine and recognize, and each transac- 
tion is complete in itself. This is not 
always the case. Such areas as sal- 
aries, sales, production costs and ex- 
penses generally do not lend them- 
selves to this straightforward ap- 
proach. The accountant, then, must 
devise methods to permit manage- 
ment to satisfy itself that its overall 
plans are being followed. Probably 
the most common methods are bud- 
gets and forecasts, and various stand- 
ards of comparison such as process 
yields, profit margins and return on 
investment. However, there is no 
physical limitation here. 
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One factor, cost, does establish cer- 
tain practical limitations. Control 
mechanisms can be developed which 
will give a positive check on all the 
operations of any organization, but 
the greater the degree of control, the 
greater the cost. It is ridiculous to 
spend more on a system than can pos- 
sibly be lost by not having it. On the 
other hand, it is just as ridiculous to 
run the risk of a major loss by not 
having proper and adequate controls. 
The balance between the degree of 
control and the cost of achieving must 
be properly maintained. 


One further question must be ask- 
ed. Who is going to exercise the con- 
trols? Naturally the bulk fall within 
the orbit of the accounting function, 
but a considerable number split the 
responsibility. The accountant can- 
not pass expert legal opinion on agree- 
ments, or review the engineering fac- 
tors in a major construction project. 


The design and operation of any 
system of control presents a major 
challenge to the accountant, since it 
offers him the opportunity to display 
his imagination and overall judgment 
in a field which is undoubtedly of 
prime importance to industry today. 





a 


—= FA = rH alr lhl 


ao ee 








The Tax Review 


BY A. WILLARD HAMILTON, C.A. 


REPAIR OR IMPROVEMENT 


It is probable that most taxpayers 
in business have been in a quandary 
at some time or other in attempting to 
classify, for income tax purposes, an 
expenditure relating to repairs, alter- 
ations or improvements to buildings 
or equipment. The Income Tax Divi- 
sion would probably be the first to ad- 
mit that considerable difficulty is fre- 
quently encountered in drawing the 
line between capital and revenue ex- 
penditures. While the more cour- 
ageous, or experienced, taxpayers may 
have erred on the side of their own 
liberality in charging off possible con- 
tentious items to the expenses of the 
year, it is equally probable that the 
less experienced, or more timid, tax- 
payers may have erred in the opposite 
direction by charging such expendi- 
tures to fixed assets, i.e. capital ac- 
count. 


For the purposes of this review the 
term “repair” is used to denote those 
items which are normally chargeable 
to expense, and “improvement” will 
define an item usually considered to 
be of a capital nature. Other words, 
which seem to have a capital conno- 
tation, include renewal, replacement 
and alteration. Repair has been de- 
fined as “restoration by renewal or re- 
placement of subsidiary parts of a 
whole”, and “renewal as distinguished 
from repair is reconstruction of the 
entirety, meaning by the entirety not 
necessarily the whole but substantial- 
ly the whole subject matter under dis- 


2”? 


cussion . . These definitions are 


considered later. 

Until the inception of the Income 
Tax Appeal Board in 1949, there were 
practically no Canadian income tax 
cases which gave assistance in the so- 
lution of the difficult problem of de- 
termining when certain expenditures 
of a repair or renewal nature were 
capital or income disbursements. The 
taxpayer frequently found it necessary 
to engage in considerable discussion, 
if not in battle, with the Taxation Di- 
vision to arrive at an answer. Satis- 
factory compromises were often ef- 
fected with regard to items of a ma- 
terial amount by mutual agreement 
that such would be written off over a 
period of years varying from two to 
five years, and in occasional cases, a 
somewhat longer period of time. 

It is a matter of record that these 
“in-between” compromises were no 
longer acceptable with the advent of 
the Income Tax Act, and now an item 
which otherwise qualifies as deduct- 
ible must either be written off in the 
year of expenditure or added to cap- 
ital cost, as appropriate. As a conse- 
quence, it might be natural to assume 
that it is more difficult to charge off 
any substantial amount in the year of 
expenditure, but this is not entirely 
correct, as materiality is not a cri-' 
terion in itself of the deductibility of 
a repair item. 

The Income Tax Appeal Board has 
decided approximately twenty cases 
to date dealing with “repairs” which 
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taxpayers have endeavoured to charge 
off as expenses in the year of expendi- 
ture. While the majority of the deci- 
sions have been against the taxpayer, 
various criteria, which should be help- 
ful in approaching this problem, are 
becoming evident. 

Throughout the Income Tax Appeal 
Board cases relating to this subject, 
the taxpayer generally maintains the 
position that the expense (repair) 
qualifies for deduction under section 
12(1)(a) of the Income Tax Act, be- 
ing an outlay or expense “made or in- 
curred by the taxpayer for the pur- 
pose of gaining or producing income 
from property or a business of the tax- 
payer”. The contrary view is upheld 
by the Legal Branch of the Depart- 
ment of National Revenue, which con- 
tends that the outlay is non-deduct- 
ible as it constitutes a payment on 
account of capital (section 12(1) 


(b)). 


CRITERIA 
Expenditure must relate to business 
of taxpayer 

It may seem unnecessary to reiter- 
ate the point that the expense or out- 
lay must be incurred by the taxpayer 
for the purpose of earning income 
from his business; yet several appeals 
were lost because the expenditures 
did not meet this test. The repairs 
must be necessitated by the occu- 
pancy of the taxpayer of the premises 
in the conduct of his income earning 
activities. 

In 1953, the W. E. Coutts Company 
Limited acquired larger premises at a 
cost of $750,000 and spent a further 
$531,000 for extensive alterations and 
repairs. Part of the premises were 
leased to another company. In its tax 
return for that year, the Coutts Com- 
pany allocated $268,000 to capital ac- 
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count and charged the remainder, or 
$263,000, to repairs and maintenance. 
The major portion of this latter am- 
ount was found to be a prelude to the 
occupancy of the building by the ap- 
pellant and its tenant and was there- 
fore part of the purchase price or 
capital. The portion which concern- 
ed the tenant’s needs after occupancy 
had been assumed was allowed. 

In other words, expenses for repair 
and renewal of buildings anterior to 
the commencement of operations are 
capital in nature. 

Similarly, expenses incurred for the 
purpose of disposing of property to 
the best advantage are considered to 
be capital. This is well illustrated in 
the Montship case where repairs to 
two ships just prior to, and in antici- 
pation of, their sale were disallowed. 
In the Seagull case, one of two ves- 
sels was used to earn income after 
repairs had been effected and before 
the sale took place, which resulted 
in the allowance of the expenditure 
relating to that vessel only. 


Expenditure must be a “repair” 

In addition to the definitions al- 
ready given for “repair” and “renew- 
al” there are two extracts from the 
Appeal Board judgments which are 
useful as guides. 

In one of the earlier cases before 
the Board, the then chairman, Mr. 
Justice Graham, quoted with approv- 
al from Plaxton’s “Canadian Income 
Tax Law”,’ which quotation has been 
frequently repeated in later judg- 
ments: ! 

However, it is well accepted that inci- 
dental repairs which neither materially 
add to the value of the property nor 


1 which, in turn, was quoted from The 
Canadian Chartered Accountant, May 
1938. 
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appreciably prolong its life, but which 
merely keep it in an ordinary, efficient 
operating condition, should be deducted 
as an expense item. On the other hand, 
repairs in the nature of replacements 
which do appreciably prolong the life 
of the property and arrest deterioration 
should be classed as capital expendi- 
tures or be charged against deprecia- 
tion reserve. 


Another case, which was won by 
the taxpayer, involved the replace- 
ment of an old engine in a tugboat, at 
a cost of some $42,000, with a new 
engine of the same general descrip- 
tion and equal capacity. (Vancouver 
Tugboat Company Limited) The 
submission of the taxpayer is worth 
recording, as it succinctly summarized 
the necessary ingredients of a true 
repair in this language: 


(1) that its expenditure in connection with 
the replacement of the said engine was 
a normal recurring repair item known to 
the towing industry. 

(2) that the installation of such engine was 
the restoration or replacement of a 
subsidiary part of a whole rather than 
the replacement of an entirety; 

(3) that the installation of such engine 
was not a change of design or an over- 
all improvement; 

(4) that the expenditure on such replace- 
ment did not bring about a lasting 
benefit to the appellant; 

(5) that its expenditure in connection with 
such replacement was not a capital ex- 
penditure under any of the provisions 
of the Income Tax Act. 


Mr. Fisher found in favour of the 
taxpayer and concluded his judgment 
by stating that in his opinion “the 
cost of its installation should be 
treated as a current expense which 
was made or incurred by the taxpayer 
for the purpose of gaining or pro- 
ducing income from its business and 
that the engine was a replacement in 
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the nature of a repair of a subsidiary 
part of an integral whole”. 

In connection with repairs to a 
building or other structure, it is note- 
worthy that classes 3 and 6 of Sched- 
ule B to the Income Tax Regulations 
extend the definition of a building to 
include component parts, such as elec- 
tric wiring, plumbing, sprinkler sys- 
tems, air conditioning equipment, 
heating equipment, lighting fixtures, 
elevators and escalators. 

This principle of replacement of a 
subsidiary part of a whole was recog- 
nized in two of the later Income Tax 
Appeal Board cases decided in fa- 
vour of the taxpayers. 

In the Oakdale Court Apartment 
case, the circumstances were that it 
was more economical to install new 
overhead heating pipes than it would 
have been to incur heavier expenses 
to rip up floors in order to replace the 
defective pipes previously in use. The 
appellant had capitalized the cost of a 
new furnace installed at the same 
time, but was permitted to deduct 
some $7,300 representing the new 
line of pipes. 

In another apartment block case, 
(Rogers, Oct. 1956) an antiquated 
refrigeration system was scrapped 
and new individual units purchased 
and installed. While the new refrig- 
erations might be expected to pro- 
vide better service than had been pro- 
vided by the old type, it was consid- 
ered they would not give any more 
extensive service and consequently 
the cost of the new refrigerators was 
admitted as an expense. 


Expenditure must not be an 
improvement 

It appears to be well established 
that an expenditure made “once and 
for all” or to create a lasting advant- 
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age is essentially a capital expenditure 
and hence not deductible, or as Mr. 
Fisher expressed it in the Vancouver 
Tugboat case, “I might refer particu- 
larly to the general rule laid down in 
a number of cases that a capital ex- 
penditure may be considered to be 
one that is made once and for all, 
whereas a current expenditure is one 
that recurs from time to time.” 

A capital expenditure also results 
when improvements or alterations in- 
crease the value of the property. 

In the Appeal Board case No. 252, 
the taxpayer having started on what 
he expected would be minor repairs 
to a wooden wall ended up with a 
completely new wall of brick. It was 
admitted that if a sale were contem- 
plated it might be presumed that the 
appellant would receive a better price 
for the building. The work was held 
to have been of a capital nature. 


Materiality not a decisive factor 

It has generally been thought that 
where expenditures are substantial in 
amount they are not likely to be 
found to be deductible in the year. 
While it is true that the larger out- 
lays are more likely to represent cap- 
ital expenditures, materiality of 
amount is not in itself a barrier to 
deductibility. 

The Vancouver Tugboat case, pre- 
viously referred to, is a good example 
of this principle as, lacking other evi- 
dence, it would readily be assumed 
that a disbursement of $42,000 must 
necessarily be an improvement, rather 
than a repair. 

In the E. A. English Estate case, it 
was recognized that proximity of a 
boat-house and other rented buildings 
to the water rendered them especially 
vulnerable to weather conditions and 
while amounts expended on essential 
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repairs were considered to be out of 
proportion to the value of the build- 
ings, they were allowed as deductible 
expenses. 

In the W. E. Coutts case, this point 
is inferentially, and inversely, con- 
firmed by the following comment re- 
garding the total of the expenditures 
not allowed: 

The amount disallowed is impressively 

large and the tax thereon is correspond- 

ingly heavy, but this, of course, in no 
way affects the application of the prin- 

ciple of income tax law involved... . 


Expenditure may be part capital 

It should be noted that in a number 
of the decided cases, the taxpayers 
gained partial victories in that some 
portion of the expenses claimed were 
allowed. For instance, in the S. Le- 
vinter case concerning major repairs 
following the cessation of war, the 
cost of the installation of an improved 
heating system and additional elec- 
tric wiring were found to be capital, 
but the costs of repairing sagging 
floors, of renewing electrical wiring 
(even if of better quality), of paint- 
ing ceilings and walls, and of archi- 
tects’ fees, to the extent of $650 out 
of a total of $1,000, were determined 
to be deductible items. 

A current illustration of this fea- 
ture is to be found in the practice of 
the Taxation Division regarding costs 
incurred in connection with the con- 
version program (25 cycle to 60 
cycle) of the Hydro Commission of 
Ontario. Expenditures which repre- 
sent replacement of electrical motors 
and ancillary property with equip- 
ment of equal capacity and stand- 
ards are allowed as deductions, but to 
the extent that improvements or bet- 
terments take place by increased ca- 
pacity or rating, the related amounts 
must be added to capital costs. 
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The foregoing comments bring out 
the important point that a careful ap- 
praisal by an architect or contractor 
of the nature of repairs or alterations 
being undertaken should materially 
assist in establishing a fair and rea- 
sonable division as between capital 
and expense. An independent opin- 
ion is always welcome evidence to the 
Taxation Division. 


Summary 

From the foregoing review, it may 
be useful to list the indicia of what 
constitutes a repair: 


In Favour — 

1. An outlay for the purpose of pro- 
ducing income from the business 
of the taxpayer. 

2. The renewal or replacement of 
subsidiary parts only of an en- 
tirety. 

3. An outlay which is a normal re- 
curring item. 

Against — 

1. An outlay precedent to occupation 
of the premises. 
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2. An outlay in anticipation of the 
sale of the property. 


8. An outlay which prolongs the life 
of the property. 

4. An outlay which adds to the value 
of the property. 

5. An outlay made “once and for 
all” or to create a lasting advant- 
age. 


After a somewhat lengthy excursion 
into the realms of probability for 
classifying “repair” expenditures, it 
may not be inappropriate to close 
with the note of warning implied in 
the words, more than once repeated, 
of the present chairman of the Appeal 
Board: 


It is often difficult to differentiate be- 
tween a capital expenditure and an in- 
come expenditure. The object of the 
expenditure, its nature and its effects 
are all so many criteria which can help 
to make the distinction. It is a ques- 
tion of fact which must be determined 
in the light of the facts and circum- 
stances peculiar to each one. 


April 


I love the month of April — 

Its smiles and gentle rain. 

Hope comes to all with these glad words 
“Here’s April once again”, 

And yet methinks some joy there lacks 
For ’tis the time of income tax. 


—G. E. F. Smrrn, F.C.A. 
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MAGAZINE ARTICLES 


ACCOUNTING 

“PRICING FOR RETURN ON CAPITAL 
Empioyep’ by I. W. Keller. NACA 
Bulletin, January 1957, pp. 635-646. 


Return on investment as a measure 
of operating performance and as a 
tool for pricing purposes is not a new 
concept. Mr. Donaldson Brown out- 
lined the approach in 1924. But it is 
only in the last five years that an 
abundance of articles on the subject 
has appeared in accounting journals. 

Mr. Keller uses the concept to de- 
monstrate that in the face of cost in- 
creases, smaller price increases would 
result from attempting to maintain a 
constant return on capital employed 
than would be the case if a company 
were to endeavour to maintain its 
margin on sales. 

The use of the concept as a basis 
for pricing product lines and specific 
products of a line in a multi-product 
company is also considered in this 
article. It concludes with a discus- 
sion of the usefulness which the de- 
termination of the return on capital 
employed may have for establishing a 
price structure which takes into con- 
sideration the higher replacement cost 
of plant and equipment. 

It might be noted parenthetically 
that the author favours the inclusion 
of fixed assets at original cost rather 
than depreciated value in the figure 
for capital employed. He takes the 
view that the primary problem is to 
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arrive at a new sales price, not to ap- 
praise the adequacy of the return. 
In this context, he says, the basis of 
asset valuation has no effect on the 
pricing decision, provided consistency 
is maintained. He argues, in fact, 
that when fixed assets are included at 
cost their ratio to total assets is high- 
er. Thus a greater proportion of the 
total capital employed will not be in- 
creased by increased costs, and a 
smaller price increase will, therefore, 
be sufficient to maintain the return. 


“MEASUREMENT OF RETURN ON CapPI- 
TAL EmMpuLoyep’ by F. J. Muth. Cost 
and Management, January 1957, pp. 
7-18. 

This article, by an accountant in 
industry, features a comprehensive 
discussion of the development and ap- 
plication of the return on capital em- 
ployed theory, and concludes with a 
case study demonstrating how the re- 
turn on the assets employed in the 
production and distribution of one 
commodity was almost doubled. The 
author suggests some basis for allocat- 
ing total assets to product groups, 
and indicates a number of ways in 
which the concept may be used to 
raise the profitability of products 
earning only a modest return. 


AUTOMATION 

“LIVING WITH AUTOMATION: A LOOK 

AHEAD” by Daniel Bell. The Manage- 

ment Review, January 1957, pp. 75-83. 
Mr. Bell is a lecturer in sociology 

at Columbia University and the la- 
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bour editor of Fortune. Consequent- 
ly, he is not so much concerned with 
the technical aspects of automation 
as with its economic effects and so- 
cial consequences. 


One could imagine no more dis- 
rupting economic influence than the 
sudden introduction of all automatic 
controls into all the factories that 
could use them. Yet Bell thinks that 
even this would affect only about 8% 
of the labour force. In point of fact, 
of course, automation is spreading its 
influence only gradually. A growing 
economy, in Bell’s opinion, should be 
able to absorb the attendant disrup- 
tions as readily as it adjusts to shifts 
in taste, substitution of new products 
and changes in mores. 


Of greater consequence, he says, 
are the probable social effects of auto- 
mation: salaried workers taking the 
place of production workers as auto- 
matic processes reduce the number of 
workers required in production; 
plants moving away from major cities, 
the traditional sources of labour sup- 
ply, and closer to final markets or 
raw materials; smaller plants, with a 
more personal relationship between 
employees and managers, and a carry- 
ing over of the social gradations 
within the plant to the small town in 
which it is located; depreciation su- 
perseding labour as the major element 
of cost, with more plants operating 24 
hours a day to write off the high 
capital investment. Mr. Bell thinks 
that more than a quarter of the labour 
force will be working special hours in 
the next decade. 


BUSINESS 
“Is THERE A NEW Economic STABIL- 
ity?” by Paul W. McCracken. Michi- 
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gan Business Review, January 1957, 
pp. 10-17. 

Professor McCracken possesses an 
unusual facility for expressing com- 
plex economic ideas in terms which 
even a layman can _ understand. 
In this article, which was originally 
an address presented to the American 
Statistical Association, he briefly re- 
views the course of historical business 
cycles since 1860, considers the im- 
pact of government fiscal operations 
as a stabilizing factor in the post-war 
world, and raises some fundamental 
questions concerning the relative im- 
portance of real, monetary, and 
psychological factors on current busi- 
ness conditions. 

The most important of Professor 
McCracken’s conclusions is, perhaps, 
that, in his opinion, the business cycle 
is not yet obsolete. “Public policies 
can be poorly timed,” he states. “In- 
dividual industry cycles may more 
nearly get in phase. It is too early 
to tell how well capital outlays would 
hold up if a substantial recession were 
to occur for other reasons. And we 
may have a new problem in resolving 
the potential conflict between a stable 
price level and cyclical stability of in- 
come and output. . . ” 


PROFESSIONAL 

“AUSTRALIAN CHARTERED ACCOUNT- 
ANTS RESEARCH AND SERVICE FounpDA- 
TION’. The Chartered Accountant in 
Australia, November 1956, pp. 259- 
269. 

The Institute of Chartered Ac- 
countants in Australia has been grant- 
ed a licence to establish a Research 
and Service Foundation, with Profes- 
sor Mary E. Murphy as its first re- 
search and service officer. 

Of the 24 objects listed in the 
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Memorandum of Association, the first 
four are, perhaps, most significant: 

“(1) To promote, encourage and 
carry out such research and 
studies in accountancy and 
other fields of knowledge in- 
cluding accounting, auditing, 
taxation, law, economics, 
banking, statistics, manage- 
ment, secretarial procedure, 
business psychology and of- 
fice organization as may be of 
benefit to members in connec- 
tion with the profession of ac- 
countancy. 

“(2) To provide for the study of 
developments both in Austra- 
lia and overseas in the theory 
and practice of accounting, 
auditing and other fields of 
knowledge of interest to mem- 
bers in connection with the 
carrying on of their profes- 
sion as accountants. 

“(3) To collect and disseminate in- 
formation for the benefit of 
members in connection with 
the profession of accountancy 
by means of printed matter, 
radio, television, lectures, ad- 
dresses or any other means 
whatsoever. 

“(4) To provide any service in- 
tended to benefit members in 
the conduct of their profes- 
sion as accountants and for 
this purpose to undertake any 
research, inquiry, investiga- 
tion or study. 


“TRENDS IN CORPORATE REPORTING’ by 
R. J. Chambers. The Australian Ac- 
countant, December 1956, pp. 493- 
502. 

This article presents, in fair detail, 
the findings of a survey of the re- 
ports of 250 companies listed on the 
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Australian stock exchanges in 1955, 
and shows the comparative data for 
1948. It is divided into two main 
sections: characteristics of the pub- 
lished financial statements and gen- 
eral characteristics of the reports. 

The specific characteristics chosen 
for observation in the first group in- 
clude: form of the balance sheet, 
sequence of balance sheet items, bal- 
ance sheet captions, treatment of 
shillings and pence and the presence 
or absence of comparative figures. 
The size of pages, number of pages, 
long-term comparisons, additional sta- 
tistical and financial data, and colour 
and illustration are the features Pro- 
fessor Chambers looked for in the an- 
nual reports. 

Some findings of interest: 


1. 11% of the companies studied in 
1955 continue to present shillings 
and pence in the financial state- 
ments. This represents a decline 
from 37% in 1948. 

2. 28% of the group failed to include 
comparative figures for the previ- 
ous year in their 1955 financial 
statements. In 1948, this feature 
was omitted in 57% of the cases. 

3. In 1948, only one company includ- 
ed a funds statement in its report. 
By 1955, the number had risen to 
seven. 

Professor Chambers concludes that 
the readiness to adopt innovations 
differs from state to state, and that 
innovation and amplification are not 
the prerogative of large companies. 
“Imagination, appreciation of the 
needs of the investing public . . . and 
a belief in the value of knowledge on 
the part of all company supporters 
are all that is necessary,” he writes. 


“CoMPANY ACCOUNTS — WHAT THE 
Crry Eprror Looxs For” by I. F. 
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Richardson. The Accountant, January 
5, 1957, pp. 6-14. 

Foreseeing a continuation of the 
present tight money situation, Mr. 
Richardson, city editor of The Birm- 
ingham Post, issues a timely reminder 
to professional auditors that public 
companies should be encouraged to 
give more information to the public 
in their annual reports. The demand 
for funds for business investment 
might well outrun the supply of loan- 
able funds, in his opinion, unless 
small savers are induced to invest 
more of their funds in industrial com- 
mon stocks. Institutional investors 
too, which are an increasingly import- 
ant source of funds, will eventually 
pass by companies which are secre- 
tive about their affairs. One target 
of his attack is the medium-sized fa- 
mily owned business that converts to 
a public company to acquire funds 
from outside sources, but continues in 
the secretive tradition. 

Canadian and American companies 
have been notably more open about 
their affairs than have British com- 
panies. To illustrate his conception 
of informative statements, Mr. Rich- 
ardson points to those for U.S. Steel 
which, he says, when read together 
with the chairman’s statement, pro- 
vide almost all the information an 
investment analyst could require. 


“WHAT THE INDUSTRIALIST WANTS 
FROM MANAGEMENT ACCOUNTING” by 
G. A. Boardman. The Accountant, 
December 29, 1956, pp. 678-681. 
“OsyECTS OF MANAGEMENT ACCOUNT- 
ING: ViEWs OF A PRACTISING ACCOUNT- 
ANT by J. D. Green. The Account- 
ant, November 24, 1956, pp. 535-540. 
It appears to be almost axiomatic 
that industrialists and professional ac- 
countants sit on opposite sides of the 
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fence on some important matters re- 
lating to management accounting. 
One such divergence of opinion was 
commented on in this column in 
April, 1956. The two papers sighted 
above, while revealing many areas of 
agreement, indicate another conflict. 

After stressing that completeness 
and accuracy are essential features of 
a good accounting report, Mr. Board- 
man, the industrialist, cites “a knowl- 
edge of operational ‘know-how’ ” as a 
fundamental part of the report-writ- 
er’s equipment. “Here,” he writes, “I 
believe the advice of auditors, at- 
tending the plant two or three times a 
vear, to be worse than useless — in 
fact, positively misleading.” His later 
recommendation, though not related 
directly to his earlier comment, seems 
to stem logically from it; namely, that 
wherever the audit partnership is 
large enough, a separate organization 
and methods department should be 
operated. 

Mr. Green, on the other hand, 
would rather have management ser- 
vices an integral part of the normal 
services of a practising chartered ac- 
countant. 

Most Canadian firms appear to be 
following the course Mr. Boardman 
would have them take. 


BOOK REVIEWS 


Manual of Departments and Agencies 
of the Government of Canada, by 
Redmond Quain, Q.C., J. Hamilton 
Quain, B.A., B.Com., B.C.L., C.A., 
Redmond Quain, Jr., B.A., B.Com., 
B.C.L., C.A.; Butterworth & Co. 
(Can.) Ltd., Toronto; 1956; pp. 313; 
$10.75 


The economic, social and industrial 
growth of Canada in recent years has 
been more than matched by the 
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growth in size and activities of the 
federal government. The federal 
government is now a massive organi- 
zation comprising some 20 depart- 
ments, over 40 boards and more than 
25 Crown corporations. 

This book is a manual designed to: 


1. Indicate the appeals and recourses 
open to those who are dissatisfied 
with rulings and decisions made 
by government officials. 

2. Indicate to businessmen the infor- 
mation and services provided by 
the government and its agencies. 


8. Act as a guide to the appropriate 
government officials and as a 
manual of procedures of interest to 
businessmen. 

There is a brief introduction to the 
organization and function of the fed- 
eral government and the method of 
finding the official to whom various 
matters should be referred. 


Subsequent chapters deal with 
taxes and duties, government con- 
tracts, government services to busi- 
ness, transport and communications 
and miscellaneous items. There are 
also various organization charts and 
tables which would be useful to 
people wishing to contact the proper 
government official regarding a cer- 
tain problem. Supplied with the 
manual is a government telephone 
directory so that the name and Ot- 
tawa telephone number of such of- 
ficials may be determined. 

The manual is prepared to help 
businessmen deal with the govern- 
ment and includes little or no infor- 
mation on other aspects of govern- 
ment. It does not supply detailed 
rulings and regulations or give details 
of taxes and other items covered in 
other business texts. 
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This book provides a good refer- 
ence for those who have to deal with 
the government or wish to do so. It 
may not provide the answer to a 
problem but it will assist in finding 
the proper department or official who 
can give the answer. 

C. E. Baxer, C.A. 
Toronto, Ontario 


Cost Reduction, pub. by Gee & Co. 
(Pub.) Ltd., London, pp. 49; 6/-. 

During the postwar period British 
industry has been faced with the 
necessity of placing itself in a better 
competitive position in relation to 
North American industry. This need 
led The Institute of Cost and Works 
Accountants to form a committee to 
study cost reduction. The report 
of that committee, now published, is 
a very readable and useful statement 
of basic principles. 

As may be expected, the greater 
part of the report deals with prin- 
ciples of factory organization and 
methods, production planning, pur- 
chasing and material control, labour 
control and working conditions, etc. 
However, it also handles neatly the 
principles of marketing, product de- 
sign and finance. The section on pro- 
duct design is effectively illustrated 
by means of brief case histories, each 
chosen to exemplify a principle out- 
lined in the text. 

R. E. Hertncton, C.A.., 
Toronto, Ontario. 


PUBLICATION RECEIVED 


Modern Mill Controls, by N. L. Enrick. 
Rayon Publishing Corp., 303 Fifth Avenue, 


New York 16, N.Y. 28 pp., $2.00. 
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Students Department 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


THE QUESTION CORNER 


London, Ontario. 


Sir: I am not sure whether there is sup- 
posed to be a difference between auditing 
principles and auditing standards, and if so, 
what the difference is. 


Some of the auditing texts do make a 
distinction. For example, in Auditing Pro- 
cedures, Dell and Wilson have written: 
“While principles and standards are close- 
ly related there are important differences. 
Principles define objectives; standards set up 
criteria to be observed in accomplishing 
these objectives. Principles outline the justi- 
fications underlying auditing; standards de- 
termine the level of performance to be ob- 


Editor’s 

There is, we believe, a difference be- 
tween “principles” and “standards”. In its 
strict meaning, the term “principles” sug- 
gests the existence of a few lofty concepts 
( difficult to be articulate about) from which 
specific “standards” flow. Thus we might 
say, as Montgomery claimed, that the dis- 
closure of truth is a first principle of ac- 
countancy; within the framework of this 
principle we can find a number of “stand- 
ards” such as that an auditor must be in- 
dependent (else he cannot insist upon dis- 
closure of the truth), and that the auditor 
must have adequate technical training (else 
he cannot recognize the truth). From this 
point of view, standards are the practical 
expression of principles, and there are many 
more standards than principles. 


We think we can discern three levels of 
operation in auditing theory: auditing prin- 
ciples; auditing standards; and auditing 
procedures. The professional attitude must 
necessarily be to concentrate upon the de- 


tained in carrying out auditing objectives. 
Principles are fundamental concepts; stand- 
ards are broad guides to action.” 


Other texts seem to use the terms synony- 
mously. For example, in Auditing Principles 
and Procedures, Arthur W. Holmes has said: 
“Fundamentally auditing standards are the 
underlying principles of auditing which con- 
trol the nature and extent of the evidence to 
be obtained by means of auditing pro- 
cedures.” 


Is there a difference between auditing 
“principles” and “standards”? 


D. F. H., A STUDENT-IN-ACCOUNTS 


Reply 

velopment of practical standards which will 
meet the requirements of every-day prac- 
tice; and a statement of the underlying 
principles is left for those future hours of 
reflection and leisure which never do quite 
materialize. 

The philosopher John Stuart Mill ob- 
served that the relation of first principles to 
a science is not “that of foundations to an 
edifice, but of roots to a tree, which may 
perform their office equally well though 
they be never dug down to and exposed 
to light”. 

There are some who argue, perhaps a 
little cynically, that a continuous preoccu- 
pation with the first principles underlying 
our every-day decisions can only serve to 
frustrate us, immobilize us, make our work 
ineffective. They offer an illustration of 
their point in the story of the malicious 
toad. The toad is said to have asked a centi- 
pede how it was that the centipede could 


coordinate his nervous and muscular sys- 
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tem in such a way as to be able to walk ond” principles (in the sense of propositions 
using all one hundred legs at once; the applicable at the working level, and which 
centipede thought about the question for may be a part of a larger “first” principle), 
a while and has never been able to walk we may have an explanation of the apparent 
since! Sometimes introspection can be a confusion between the terms “principles” 


handicap. and “standards”. A standard is, we sub- 
If we can distinguish between “first” mit, very much like a “second” principle. 
principles (in the sense of underlying, (Comments on and criticisms of the edi- 


fundamental, basic propositions) and “sec-  tor’s reply are invited.) 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1956 
Accounting I, Question 3 (15 marks) 


X Co. Ltd. was incorporated on March $1, 1956 with an authorized 
capital consisting of 5,000 5% preference shares of a par value of $15 each and 
5,000 common shares of a par value of $10 each, to take over two existing 
firms owned by S and T, respectively. 

The condensed balance sheets of the businesses owned by S and T as at 
March 31, 1956 are shown below: 


Assets S a 
Cash 3 ; $ 7,800 $ 3,300 
Accounts receivable 3,700 . 2,100 
Inventory ‘ saci ee ieee. 4,800 6,400 
Land 4,700 _— 
Buildings (net) 21,000 = 
Equipment (net) 6,000 8,000 

$48,000 $19,800 

Liabilities 
Accounts payable a $ 2,000 $ 1,800 
Capital : : \ . 46,000 18,000 

$48,000 $19,800 





The purchase agreement provided that: 

(i) X Co. Ltd. is to take over all the assets including cash and assume all 
the liabilities of the two firms after giving effect to the following ad- 
justments to book values: 
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(ii) 


(ii) 


(iv) 


S © 
Provision for bad debts ........ pai heiid evity $ 200 $ 600 
inventory, 10 be vale ate . 4. «0.560 kd sd cacee Pie. 5,000 6,000 
Buildings to be valued at (net) aioe upbadna a 23,000 a 
Equipment, to be valued at (net) ..... ee 8,000 10,000 


For the adjusted value of the net tongilite assets contributed: 
(1) S is to receive $7,600 in cash, $10,000 on a long-term note, and 
the balance in preference shares. 
(2) T is to receive $3,000 in cash and an equal number of common 
and preference shares in payment of the balance. 
Goodwill is to be valued at a sum equal to three years’ purchase of 
the combined profits of the two firms, calculated on the average annual 
profit of the preceding five years of each firm. Total profits for the 
preceding five years were as follows: 
S—$32,560 
T-—$ 8,190 
S is to receive two-thirds and T one-third of the goodwill so ascer- 
tained. The payment to S and T is to be made in fully paid common 
shares of X Co. Ltd. 


Required: 
(8 marks) (a) Your computation of the details of the preference and com- 


mon shares of X Co. Ltd. to be issued to each of S and T. 


{7 marks) (b) The balance sheet of X Co. Ltd. at March 31, 1956, after 


giving effect to the acquisition of the two firms. 


A SOLUTION 


X CO. LTD. 


DETAILS OF COMPUTATIONS COVERING ISSUE OF 
CapiraL STOCK 








S T Total 
5% Preference Shares — Par 
Value $15 
1. Net assets of S as at March 31, 1956 
per balance sheet ................. $46,000 
Add increase in value of leeanery ee 200 
Increase in value of buildings 2,000 
Increase in value of equipment 2,000 
$50,200 
Less provision for doubtful accounts 200 
Adjusted value. Fe GREET id» ... $50,000 
Purchased by: cash ........ secs SOO 
note... pate 10,000 
shares (21, 160) . ... 32,400 $32,400 $32,400 





$50,000 
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2. Net assets of T as at March 31, 1956 


S would receive: 


T would receive: 


640 preferred shares — par value $15 
1,455 common shares — par value $10 ..... 























per balance sheet ................. $18,000 
Add increase in value of equipment .. 2,000 
$20,000 
Less provision for doubtful accounts .. . 600 
Decrease in value of inventory ..... 400 
Adjusted value $19,000 
Purchased by 
RR ete Wein. iddeS8 sb abi Pig det 8,000 
Preferred shares (640) ........... 9,600 
Common shares (640) ....... ee 6,400 
$19,000 
Common Shares — Par Value $10 
T — see above (640 shares) ........ 
Goodwill 
Total profits — five years: 
OMEN CeO ht Ae ig isl xs Ace $32,560 
Ee ka rd diet al 8,190 
$40,750 
ND yO eS ae So rete rks $ 8,150 
Three years’ purchase ............ $24,450 
Distributed: 
S (2/3) 1,680 common shares ..... 
T (1/8) 815 common shares ..... 
SUMMARY 


2,160 preferred shares — par value $15 . 
1,630 common shares — par value $10 
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9,600 


6,400 


8,150 





$24,150 








$32,400 
16,300 





9,600 


6,400 








$48,700 


24,150 


$72,851 








STUDENTS DEPARTMENT 


(b) 


X CO. LTD. 


BALANCE SHEET 
as at March 31, 1956 


ASSETS 
Current Assets 
rere ree ice Ith eae a ces ath Ys See 


Accounts receivable ...................... 
Less allowance for doubtful accounts ....... 


PVN SE COM ao icnea es Rs he ciindaws 


Total current assets .................. 


Fixed Assets — at cost 
at a oui Bp aetna Ory Sg ila na ag bac any 
Buildings ........ Sita ema nthe aa ea ar 
EE ss senna’ oats Odie card where s4cb5 


Stn Tee Oe 
eee. Wr oi ee A os 


$ 5,800 
800 


$ 500 


4,700 
23,000 
18,000 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 

Accounts payable. vl MR a 2 OPE Re the: 
Long term liabilities 

Note payable — S RR AE, Peed Sia akc 


TOR WUE os bd oes calegeue’s 
Capital stock 
Authorized: 
5% preferred — 5,000 shares — 
par value SIS:60CN «2054 6.4. eGRines: 
Common — 5,000 shares — par value 
TNS. 0545 3% Sete Shicte sins hans 


Issued and fully paid: 
2,800 preferred shares — par value 
WENT Pi ans pos Rae ake ets 
3,085 common shares — par value 
I scat i. ve dbs earth ight 1 taghaavs 


Total shareholders’ equity ........ 





$125,000 








42,000 


30,850 
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$16,500 


$ 3,800 


10,000 





13,800 


72,850 


$86,650 
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. Examiner's Comments 


A number of candidates allocated the shares on the basis of equal value 
instead of equal number. A few used abbreviations on the balance sheet. 


PROBLEM 2 


Final Examination, October 1956 
Accounting I, Question 2 (15 marks) 


The R Co. Ltd. has run into financial difficulties. The management offers 
the general creditors a settlement of 77 cents on the dollar in full satis- 
faction of their respective claims. This would be payable 21 cents in cash 
immediately and the balance in 7 monthly instalments. The additional cash 
required for the initial payment will be secured through the sale of the 
company’s investments. The management will be able to raise $50,000 addi- 
tional capital if the proposal is accepted by all unsecured creditors. 

Some of the creditors believe that the company’s proposal should be 
accepted, while others feel that they would be better off if they sought legal 
liquidation of the company. CA has been asked to prepare a report to 
assist the creditors in reaching a decision as to the most advantageous course 
of action. 

The following is a condensed balance sheet of R Co. Ltd. as at June 30, 
1956: 


R CO. LTD. 


BALANCE SHEET 
as at June 30, 1956 


ASSETS LIABILITIES 

Cash on hand ........ _....$ 10,000 Bank loan (secured by hypoth- 
Accounts receivable ...... 80,000 ecation of book debts) . $ 40,000 
Inventories — at cost .. _... 80,000 Accounts payable ........ . 153,000 
Prepaid insurance a 525 Taxes on income We 5,000 
Investments ........ .... 80,000 Accrued wages and salaries 3,000 
Fixed assets (net) ............ 120,000 Mortgage payable on fixed assets 25,000 
Goodwill A .... 20,000 Capital stock ..... Sy 70,000 
EMRE 3 el ER, 2s od ( 5,475) 
$290,525 $290,525 








CA estimates that if the company is forced into bankruptcy: 

(i) Accounts receivable will realize 60 cents on the dollar. 

(ii) Inventories could be sold for 65% of their cost, with the exception 
of special parts included in the inventory at $1,000 which will 
realize only $150 as scrap. 

(iii) 20% of the prepaid insurance would be recovered. 

(iv) Investments would be sold for $31,645. 

(v) Fixed assets could be sold for $84,000. 

(vi) Costs of liquidation would be $5,000. 
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Required: 
(10 marks) (a) Prepare a statement of affairs and deficiency account which 
CA would submit to the creditors 


(5 marks) (b) What considerations should CA suggest that the creditors 
take into account before deciding on a course of action? 


A SOLUTION 


R CO. LTD. 


STATEMENT OF AFFAIRS 
as at June 30, 1956 


Book Expected to 
Value Realize 
ASSETS 

Assets pledged to pay secured creditors 
$120,000 Fixed assets .. $84,000 
Less mortgage 25,000 $ 59,000 
80,000 Accounts receivable 48,000 
Less bank loan 40,000 8,000 
Assets not pledged 
10,000 Cash .. 10,000 
30,000 Inventories ... ; 19,000 
525 Prepaid insurance ar 105 
30,000 Investments .. 31,645 
20,000 Goodwill 
$290,525 Free assets .. $127,750 
———— Less preferred claims and liquidation fees 13,000 
$114,750 
Deficiency to creditors 38,250 
$153,000 
LIABILITIES 
Expected to 
Rank 
Preferred claims 
$ 3,000 Salaries S (per contra) 
5,000 Taxes Pom .. (per contra) 
Fully. secured 
40,000 Bank loan ir (per contra) 
25,000 Mortgage bates .....(per contra) 
Unsecured 
153,000 Accounts payable ................ tat Rn aa ais $153,000 
64,525 Capital less deficit ............ eee ; -— 
$290,525 $153,000 
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DEFICIENCY ACCOUNT 


R CO. LTD. 
June 30, 1956 
Shrinkage in assets: Compensated by: 
Accounts receivable .,...09'32000 Shareholders equity $ 64,525 
Inventories . oe 11,000 Gain on investments . 1,645 
Prepaid insurance - 420 Deficiency to creditors .. . 38,250 
Fixed assets ....... Laceess @83000 
Goodwill ........... af 20,000 
Liquidation expense 5,000 
$104,420 $104, 420 





(b) Considerations which should be taken into account in reaching a 

decision 

If the creditors were to force the company into immediate liquidation, 
they would receive 75c on the dollar. They must therefore decide whether 
75c now is better than 77c spread over seven months. There is a greater 
element of risk in the latter course because the realization of the entire 77c 
on the dollar will depend on the company’s ability to operate profitably dur- 
ing the period; the possibility exists of course that the company may only 
get into further difficulties. 

The ability to raise an additional $50,000 capital is not in itself a decisive 
point in favour of the compromise plan, in view of the fact that the com- 
pany’s present current liabilities are $201,000. 


PROBLEM 3 


Final Examination, October 1956 
Accounting I, Question 3 (18 marks) 


The X Co. Ltd. was incorporated under the Companies Act (Canada) in 
1940 as a manufacturing concern. On July 31, 1956, the fiscal year end date, 
the company ceased operations. It liquidated all its assets and paid all its 
liabilities. All outstanding preference shares were redeemed on August 1, 
1956. The directors wish to complete the winding-up procedures by the end 
of August 1956 and are most anxious to take such action as is necessary to 
ensure that the common shareholders will obtain the most advantageous 
settlement. 

The condensed audited balance sheet of the company as at July 31, 1956, 
after liquidation, is as follows: 





Bo gt 


(] 





STUDENTS DEPARTMENT 365 


X CO. LTD. 


BALANCE SHEET 
as at July 31, 1956 


ASSETS 
Cash $900,000 
LIABILITIES 
Capital: 
1,600 — 5% preference shares of a par value of 
$100 each, redeemable at $105 $160,000 
30,000 — common shares of a par value of $10 each 300,000 
Earned surplus Sevasil 440,000 


$900,000 
The following information relates to the company’s operations: 
(i) The company’s “Undistributed income” for tax purposes amounted 
to: 
$410,000 as at July 31, 1956 
$200,000 at at July 31, 1949 
(ii) Annual dividends of $8,000 had been declared and paid to pre- 
ferred shareholders on July 31 each year since the business com- 
menced. 
(iii) No dividend had been paid to common shareholders prior to June 
30, 1946, but annual dividends of $18,000 had been declared and 
paid to these shareholders on June 30, 1946 to 1956 inclusive. 


Required: 

Your calculation of the maximum amount of cash after personal income 
taxes which could be retained by the common shareholders on the winding-up 
of the company. You may assume that the shareholders’ marginal rate of tax 


is 49%. 


A SOLUTION 
X CO. LTD. 


Calculation of Maximum Amount of Cash after Personal Income Tax 
which can be retained by Common Shareholders on Winding Up 
Company August, 1956 


(1) Earned surplus as at July 31, 1956 is made up of: 
Undistributed income ........ $410,000 
Sundry capital profits (presumed) : 30,000 






























(3 


(4 


) 


~ 
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Payment of tax on 1949 undistributed income: 

15% of $200,000 So era Neha 

Payment of tax on undistributed income Renimainted since 

July 31, 1949: 

(a) Undistributed income July 31, 1949 — July 31, 1956 210,000 
Premium paid on redemption of preferred shares, 


August 1, 1956 — 1,600 shares @ $5 8,000 
202,000 
Tax paid by company on premium paid — 20% of $8,000 1,600 


Undistributed income July 31, 1949 — August 1, 1956 200, 400 


(b) Dividends paid August 1, 1949 to July 31, 1956: 


Preferred shares — 7 years @ $8,000 56,000 
Common shares — 7 years @ $18,000 . 126,000 


Tax is 15% of lesser of $220,400 and $182,000: 
15% of $182,000 . 

Distribution of tax-paid wundisteimted income: 
for 1949 — ($200,000 — $30,000) .... 170,000 
after 1949 — ($182,000 — $27,300) . 154,700 


Total 15% tax and tax-paid undistributed income 


Distribution of balance of undistributed income: 
Undistributed income to July 31, 1949 . 200,000 
Undistributed income July 31, 1949 to August 1, 1956 200,400 


400,400 
Less Total 15% tax and tax-paid undistributed income 382,000 
Balance of undistributed income 
Portion of balance of undistributed income retained by 
shareholders after payment of personal income tax thereon: 
Amount subject to personal income tax .... $ 18,400 
Personal income tax payable thereon (49% — 20%) 5,336 


Maximum cash after personal income tax which may be 

retained by common shareholders: 
Payment in respect of capital — 30,000 shares @ $10 $300,000 
Capital surplus, tax-free ($440,000 — $410,000) 30,000 
Tax-free dividends 324,700 

Balance of undistributed income after omens tax 
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30,000 


27,300 


324,700 


$ 18,400 


$ 13,064 


$067, inte 
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Examiner's Comments 
The examiner reports that a number of students did not prepare proper 
schedules. Some failed to recognize the difference between earned surplus 
of $440,000 and undistributed income for tax purposes of $410,000 as of 
July 31, 1956. 


PROBLEM 4 


Final Examination, October 1956 
Auditing I, Question 2 (14 marks) 


In 1950, X Co. Ltd., incorporated under the Companies Act (Canada), 
purchased 65% of the issued common shares of R Co. Ltd. During the fiscal 
year ended December 31, 1955, additional shares were purchased bringing 
the interest of X Co. Ltd. up to 75%. CA has been the auditor of X Co. Ltd. 
for several years. 


Required: 

(10 marks) (a) Outline the procedures which CA should undertake in order 
to form an opinion on the item “Interest of minority share- 
holders in subsidiary company” appearing in the consoli- 
dated balance sheet of X Co. Ltd. as at December 31, 1955, 
assuming that: 

(i) CA is also the shareholders’ auditor of R Co. Ltd. 

(ii) CA is not the shareholders’ auditor of R Co. Ltd. but 
the accounts have been reported upon by another firm 
of chartered accountants. 

(4 marks) (b) If the accounts of the subsidiary company had been re- 
ported upon by another firm of chartered accountants, what 
effect, if any, does this have on the report submitted by CA 
on the consolidated accounts? 


A SOLUTION 
(a) X CO. LTD. 


Audit Procedures to Verify Minority Interest on 
Consolidated Balance Sheet, Dec. 31, 1955 


(i) Where CA is also the auditor of the subsidiary, R Co. Ltd. 


1. By reference to the stock register of R Co. Ltd., determine that the 
total number of shares held by the minority interest comprises 25% 
of the stock outstanding. Check the changes in ownership of capital 
stock which have taken place during the year. 

Determine the minority interest in the net assets of R Co. Ltd. in- 
cluded in the consolidated statements of X Co. Ltd. by reference to 
the accounts for share capital, surplus and proprietorship reserves in 
the books of R Co. Ltd. 

3. See that proper adjustment has been made for inter-company ac- 
counts. 


bo 
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By reference to the previous year’s working papers, changes in capital 
stock ownership during the current year, and the statements of profit 
and loss and surplus for the current year, reconcile the minority in- 
terest as of the previous year-end with that at the current year-end. 


(ii) Where CA is not the auditor of R Co. Ltd. 
1. 


Obtain a copy of the audited financial statements of R Co. Ltd. from 
the auditor of R Co. Ltd. 


. By reference to the number of shares of R Co. Ltd. held by X Co. 


Ltd., as shown by their investment account, and to the outstanding 
capital stock, as shown by the audited financial statements of R Co. 
Ltd., determine the percentage of the minority interest in R Co. Ltd. 
Confirm this percentage with the auditor of R Co. Ltd. 

Calculate the minority interest by applying the percentage interest 
to the amount of the net assets of R Co. Ltd. 

As in (i), ascertain that proper adjustment has been made for inter- 
company accounts, and reconcile the change in the amount of the 
minority interest over the current year. 


(b) If the accounts of R Co. Ltd. have been reported upon by another firm 
of chartered accountants, the auditor’s report accompanying the consoli- 
dated balance sheet of X Co. Ltd. should refer in its scope paragraph to 
the fact that the accounts of the subsidiary have been examined by 
other auditors. Any qualification in the auditor's report of R Co. Ltd. 
should be carried to the auditor’s report on the consolidated financial 

statements of X Co. Ltd. 
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Manitoba 

D. Grant McIntosh, C.A. is now with 
the accounting department of the Canadian 
National Railways, Winnipeg. 


Ontario 

James C. Sutherland, C.A. announces 
the removal of his office to Rm. 110, 1175 
Bay St., Toronto. 

Samuel S. Speigel & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 289 Cedar St., Sudbury. 

J. H. Moore, C.A. has been appointed 
executive vice-president and managing di- 
rector of John Labatt Ltd., London. 

N. A. Henry, C.A. has been appointed 
comptroller of A. Newman & Co. and sec- 
retary-treasurer of Newman Structural Steel 
Ltd., St. Catharines. 

Herbert C. Rogers, C.A. has been elected 
to the board of directors of Kist Canada 
Ltd., Toronto. 

A. Ross Ashforth, C.A. has been appoint- 
ed comptroller of Guaranty Trust Co. of 
Canada, Toronto. 

B. D. Whitehouse, C.A. has been ap- 
pointed chief accountant of Dominion 
Bridge Co. Ltd., Ontario Division. 

T. J. Forsyth, C.A. is now associated with 
the Sun Life Assurance Co. of Canada, 
Toronto University Branch, as a life under- 
writer, 


Crawford, Burley & Co., Chartered Ac- 
countants, announce the opening of an of- 
fice for the practice of their profession at 9 
East Main St., Welland. 


Quebec 

Samuel W. Koch, C.A. announces the re- 
moval of his office to Ste. 415, Professional 
Centre Bldg., 5757 Decelles Ave., Montreal. 

Masse, Vien & Co., Chartered Account- 
ants, Hull, announce the admission to part- 
nership of Paul Masse, C.A. 

A. C. Lawson, C.A. has been appointed 
vice-president, export division, Canadian 
Car & Foundry Co. Ltd., Montreal. 

K. H. Scott, C.A. has been appointed 
divisional accountant of DuPont Co. of 
Canada (1956) Ltd., Montreal. 

David Finestone, C.A. announces the re- 
moval of his office to Ste. 415, 5757 De- 
celles Ave., Montreal. 

Gerard F. Lapointe, C.A. announces the 
removal of his office to 1A St-Elzear St., 
Riviere-du-Loup. 

Gerald Prefontaine, C.A. announces the 
opening of an office for the practice of his 
profession at 250 Besserer St., Ottawa. 

W. E. Falconer, C.A. has been appointed 
controller of Gillette Safety Razor of Can- 
ada Ltd., Montreal. 

J. G. Telfer, C.A. has been appointed 
comptroller of Laminated Structures Ltd., 
Montreal. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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NEWS FROM SASKATCHEWAN 


The Regina Chartered Accountants Club 
presented a panel discussion on student 
training following a dinner held on Thurs- 
day, March 7. The members on the panel 
were W. E. Clarke, C.A. and G. R. D. 
Campbell, C.A., with D. E. Cuddington as 
moderator. 

Thirteen new chartered accountants 
from southern Saskatchewan received their 
certificates at a ceremony on February 23 
at the Legion Hall in Regina. The ad- 
dress was given by W. Givens Smith, 
F.C.A., president of the Canadian Insti- 
tute of Chartered Accountants. Awards 
were presented to prize winners as follows: 
Dean Neilson medal for the highest marks 
in the final examination, R. B. Richards; 
Watson Sellar prize for the highest marks 
in auditing, R. B. Richards; Ferguson 
Memorial prize for the highest marks in 
accounting, J. R. Morrow. 


CALGARY C.A. CLUB 


A. D. McTavish, secretary of the Institute 
of Chartered Accountants of Alberta, ad- 
dressed the February meeting of the Cal- 
gary Chartered Accountants’ Club on 
“Challenges of the Institute”. R. P. Alger, 
president of the club, presided at the meet- 
ing which was attended by more than 60 
members. 


P.E.I. INSTITUTE 


C.A. certificates were presented to suc- 
cessful candidates in the 1956 final exam- 
inations at the semi-annual dinner meeting 
of the P.E.I. Institute in Charlottetown on 
March 1. The Institute prizes were pre- 
sented to the following students who ob- 
tained the highest marks in the 1956 exam- 
inations: final, John Gorril; intermediate, 
Joseph Arsenault. 


INSTITUTE NOTES 
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The guest speaker was Dr. George C. 
Fisher, local representative and instructor 
for the Dale Carnegie Institute, who spoke 
on “Human Relations”. 


C.A. CLUB OF OTTAWA 


The regular luncheon meeting of the 
Chartered Accountants’ Club of Ottawa, 
held in the Chateau Laurier on February 
21, was addressed by the Hon. John J. 
Connolly, Q.C., who spoke on “The Sen- 
ate of Canada”. 


QUEBEC INSTITUTE 
Provincial Conference: The program of 
the first annual provincial conference of the 
Quebec Institute, to be held on Wednes- 
day, June 12, will include three panel meet- 
ings and eight group discussions. 

Tentative subject for two of the meetings, 
which will be held separately in English 
and French, is “The Preparation of State- 
ments for Use in Prospectuses and Filing 
with the Quebec Securities Commission”. 
In addition, there is to be a bilingual panel 
meeting of which the topic is “The Ap- 
plication of Electronic and Mechanical Ac- 
counting Methods to Medium-sized Com- 
panies”. 

During the afternoon separate discussion 
groups will be held in French and Eng- 
lish. The English-language subjects in- 
clude “Modern Audit Methods”, “Forms 
Control and the Retention and Destruction 
of Records” and “The Audit of and Reten- 
tion of Controls in Mechanized Accounting 
Systems”., Discussions in French include 
“Problems Encountered in the Audit of 
Municipalities”, “The Functions of an In- 
ternal Audit Department and its Relation 
to External Auditors” and “The Adminis- 
tration of the Professional Office with Em- 
phasis on Student Training”. 

Separate discussion groups will again 
deal with, “The Education and Training of 
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INSTITUTE NOTES 


Chartered Accountants for Positions of Re- 
sponsibility in Industry and Commerce”. 


School Speakers: The School Speaker 
Committee, under the joint chairmanship 
of D. F. Rennie and André Cété, is arrang- 
ing a great many engagements for a panel 
of volunteer speakers to address high 
schools in the Montreal area. 


Students’ Society Winter Outing: The 
Students’ Society held a very successful 
winter outing on Saturday, March 9, at 
Morin Heights in the Laurentian Moun- 
tains. Skiing events, a sleigh ride and 
after-dinner dancing in the lounge of the 
Bellevue Hotel were all well attended. A 
number of prizes were distributed. The 
Social Committee hopes this outing will 
now become an annual event. 


Conferences for Students: A series of con- 
ferences will be held in April and May to 
assist 4th and 5th year students to prepare 
for their spring class examinations. The 
conferences, in the form of round table 
discussions led by recent graduates, will 
take place in the Chartered Accountants 
Building, 630 Lagauchetiére Street West, 
Montreal. Dates and subjects of the meet- 
ings are as follows: April 24 — Partner- 
ships; April 29 — Cost Accounting; May 1 
— Mergers and Consolidations; May 6 — In- 
vestigations; May 8 — Income Tax. 


ONTARIO INSTITUTE 


Chartered Accountants Universities Research 
Trust Fund: The Council of the Institute has 
announced the establishment of this fund 
for the advancement of research by teachers 
of accounting and related subjects in the 
Ontario universities. Past presidents K. L. 
Carter and H. E. Crate and the president, 
J. R. M. Wilson, have been appointed 
trustees of the fund, and practising mem- 
bers and others will be given the oppor- 
tunity to make financial contributions in the 
near future. The Council hopes that about 
$5,000 will be contributed which should 
be adequate for the grants that may be 
made in the next two years. The fund is 
experimental in nature but will doubtless 
be continued if the expected benefits from 
its operation are realized. 
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74th Anniversary Dinner: The 724 guests 
at the dinner on March 8 were held spell- 
bound by the speaker, Mr. W. Harold Rea, 
F.C.A., who recounted his experiences in 
Russia during a ten-day trip last October. 
The dinner was one of the largest and most 
successful held by the Institute and was 
ably presided over by J. R. M. Wilson. 
During the dinner Mr. Wilson announced 
the election to life membership of Messrs. 
A. G. Calder and F. Page Higgins who had 
been admitted to membership in 1906-07. 
Both are Fellows of the Institute and past 
presidents. 


Chartered Accountants University Entrance 
Scholarships: At the anniversary dinner, the 
president announced that the Institute would 
give two scholarships of $1,000 each to 
applicants who obtain the highest standing 
in eight Grade XIII papers in the Ontario 
Department of Education examinations held 
in June, 1957. The applicants must sub- 
sequently enroll in the commerce or business 
administration courses at any of the Ontario 
universities. The Council hopes that the 
scholarships will be useful in encouraging 
good students to enroll in the business 
schools. Applications should be made to 
the Institute before May 31, 1957. 


Affiliation: The following were admitted to 
membership by affiliation on March 8, 1957: 

F. B. Campbell (Que °35), C. W. J. 
Leonardi (Eng & Wales ’51) and G. E. 
Pearson (Alta ’53). 


N.S. INSTITUTE 


The annual convocation dinner and dance 
was held at the Nova Scotian Hotel on 
March 7 with about 75 couples in attend- 
ance. Following the dinner, Hon. R. L. 
Stanfield, Premier of Nova Scotia, present- 
ed C.A. certificates to the successful candi- 
dates and then addressed the group. The 
Governor-General’s gold medal for the 
highest standing in Canada in the final 
examinations was presented to Edwin C. 
Harris by Gerald E. Martin, past president 
of the C.I.C.A. Harold Crosby, vice-presi- 
dent of the Nova Scotia Institute, presided 
at the dinner. 












HENRY W. FORD 


The Institute of Chartered Accountants 
of Alberta announces with deep regret the 
death of Henry W. Ford on February 7, 
1957. 

Mr. Ford was born in 1878 in London, 
England and came to Canada in 1908. 
He owned and edited the Cupar Herald, 
Cupar, Saskatchewan for nearly three 
years before coming to Alberta in 1913. 
He was admitted to membership in the Al- 
berta Institute in 1923 and practised in 
Calgary and Bassano. From 1934 to 1946 
he was employed by the Customs and Ex- 
cise Division of the Department of Na- 
tional Revenue. 


To his family the members of the Insti- 
tute extend their sincere sympathy. 


F. A. NIGHTINGALE 


The Institute of Chartered Accountants 
of Nova Scotia announces with deep re- 
gret the death of Francis Alfred Nightin- 
gale on February 17, 1957 at North Miami 
Beach, Fla. Retired since 1954, Mr. Night- 
ingale was formerly senior partner of 
Nightingale, Hayman & Co., Chartered Ac- 
countants, Halifax. 

Mr. Nightingale was born in England 
and came to Halifax as a boy in his teens. 
In 1922 he was admitted to the Institute of 
Chartered Accountants of Nova Scotia. He 
served in various capacities with the Insti- 
tute and in 1937-38 was president of the 
Canadian Institute of Chartered Account- 
ants. He was a Canadian delegate to the 
International Congress of Accountants in 
Berlin in 1938. 

Prominent in community affairs, Mr. 
Nightingale at the time of his death was 
vice-chairman of the Public Service Com- 
mission and president of the Board of 
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Management of the Children’s Hospital. 
He was a past president of the Gyro Club of 
Halifax and of Gyro International. A mem- 
ber of the Halifax Board of Trade, he also 
belonged to the Ashburn Golf Club and the 
Waegwoltic Club. 

Mr. Nightingale was a member of First 
Baptist Church and was chairman of its 
Board of Managers. 

To his widow and family the members 
of the Institute extend sincere sympathy in 
their bereavement. 


J. B. A. MERINEAU 


L’Institut des Comptables Agréés de Qué- 
bec annonce avec un profond regret le dé- 
cés de J. B. A. Mérineau le 25 janvier 1957. 

Monsieur Mérineau était né 4 Mon- 
tréal. Il a fait ses études 4 l’Académie St- 
Jean-Baptiste et est un gradué de I’Universi- 
té de Montréal. Il a fait partie du person- 
nel de la Banque d’Hochelaga pour ensuite 
étre a l'emploi de la Ville de Montréal. En 
1926 il était promu au: rang de contréleur 
et vérificateur et en 1953 it était nommé 
vérificateur de la Ville, le poste qu'il déte- 
nait au moment de sa mort. 

Monsieur Mérineau a été admis comme 
membre de l'Institut des Comptables Agréés 
de Québec le 17 avril 1946. 

Durant son emploi pour la ville, il était 
membre de la Commission métropolitaine 
en qualité de conseiller financier. I] était 
aussi un ancien président du “Cost and Man- 
agement Institute” ainsi que de I’Institut du 
Radium; membre a vie de l’hépital Notre- 
Dame et membre de plusieurs commissions 
et comités civils s’occupant des fonds de 
pension des policiers et des pompiers. 

Les membres de l'Institut expriment leurs 
sincéres condoléances 4 Madame Mérineau 
ainsi qu’é sa famille. 











CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


POSITION WANTED: Associate of Insti- 
tute of Chartered Accountants in England 
and Wales arriving in Canada early May 
requires employment preferably in industry 
in Southern Ontario. Age 42. Full de- 
tails of varied experience both professional 
and commercial will be given to interested 
employers. H. R. Scott, 13 High St., 
Stratford-on-Avon, Warwickshire, England. 


CHARTERED ACCOUNTANT, Toronto, 
gross approx. $9,000, interested in joining 
forces with other practitioner with similar 
volume. Box 642. 


CHARTERED ACCOUNTANT, aged 28, 
presently in B.C. seeks permanent position 
in industry or with small practising firm 
in expanding area offering concrete pros- 
pects of partnership arrangement. Prepared 
to relocate anywhere in Canada. Box 644. 


BUSY COMMERCIAL LAWYER has fully 
air-conditioned private and outer office, 
secretarial, telephone/reception facilities, 
for lease on share-cost basis to responsible 
accountant. Bloor & Jarvis Sts. Toronto. Box 
645 or WA 4-0997. 


C.A., age 31, public accounting, taxation, 
industrial experience desires responsible po- 
sition with practising firm offering pros- 
pect of partnership. Box 646. 


CHARTERED ACCOUNTANT WANTED: 
with a Bachelor of Commerce or equivalent 
degree who has had a few years of good 
experience since becoming a chartered ac- 
countant. An outstanding opportunity in 
the profession is available for an alert man 
with initiative and with more than ordin- 
ary ability. Reply in confidence. Box 648. 








RECENT GRADUATE required to effect 
amalgamation two established practices in 
interior B.C. city. Suitable salary, leading 
to partnership. Box 649. 





CHARTERED ACCOUNTANT: The Uni- 
versity of Alberta invites applications from 
chartered accountants holding a university 
degree for the position of assistant professor 
in the department of accounting at an 
initial salary of $5,000 or higher depending 
on experience and qualifications, duties to 
commence September 1, 1957. Reply en- 
closing recent photo and give full parti- 
culars as to academic background, ex- 
perience, references, age, to the undersigned 
not later than May 15, 1957. 

Head of the Department of Accounting 

University of Alberta 

Edmonton, Alberta. 


ACCOUNTANT required for a new indus- 
try located at Baie Comeau, P.Q., an 
assistant accountant, not over 33, preferably 
with some professional qualification. Job 
will include general and cost accounting 
duties with some participation in budget 
studies and financial reports. New house 
will be available, if desired. Salary com- 
mensurate with ability. This is a permanent 
position with sound future prospects. Apply 
in confidence to Box 643, giving full parti- 
culars of experience, etc. 


ASSOCIATE STUDENT with 10 years 
varied experience, Jewish, married, 35, 
presently living in Winnipeg wishes to re- 
locate in Toronto. Seeks responsible posi- 
tion with C.A. firm with eventual partner- 
ship possibilities if successful in October 
examinations—or in industry with good ad- 
vancement prospects. Box 647. 


CHARTERED ACCOUNTANT required in 


Toronto office of firm of chartered account- 
ants to work with partner handling tax 
practice. Extensive experience in taxation 
is not necessary but applicant should have 
interest and aptitude in the taxation field. 
Staff members of the office have been ad- 
vised. Reply to Box 650 giving age, ex- 
perience and education. 
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PROFESSIONAL CARDS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers & Solicitors 


6th Floor, Hollinsworth Building — - - - Calgary, Alta. 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 





STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building a Pee Sele ees Halifax, N.S. 





ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 





BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West - - - - - Toronto 1, Ont. 
\ 





ALAN DIGNAN, Q.C. 


Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 
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OSLER, HOSKIN & HARCOURT 


Barristers and Solicitors 


The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 





WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 





BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 
Kent Building, 10 St. James Street West - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - - - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


132 St. James Street West - - - - Montreal 1, Que. 








McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 
Barristers and Solicitors 


Royal Bank Building - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 
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STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


Bank of Montreal Building, 35 Palace Hill - - Quebec, P.Q. 





MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


1855 Rose Street’ - - - - - - Regina, Sask. 


LIFE INSURANCE 


SOL EISEN 


PERSONAL PENSION PLANS (TAX EXEMPT) 
DEFERRED EXECUTIVE COMPENSATION PLANS BUSINESS INSURANCE 


Since 1936 specializing in employer-employee benefit and pension plans. 


THE CANADA LIFE INSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 
MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


HOWARD J. CROFTS, C.L.U. 


Business Insurance and Estate Planning 


t 
THE LONDON LIFE INSURANCE COMPANY, 25 KING ST. W., TORONTO 


ANDREW J. ELDER, C.L.U. 
THE LONDON LIFE INSURANCE COMPANY 
25 King St. West - - - - - Toronto, Ont. 
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Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 
M.P. Hofstetter 
LIMITED 
265 DAVENPORT RD., TORONTO 
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IDP™ 


* Integrated Data Processing is a modern automation method of 
mechanizing paperwork. By a single typing, paperwork can be inte- 
grated between locations through teletype. Thus, with IDP you 
can distribute data across the city or across the country through 


one simple eperation and without ‘paperwork lag’’. 
I I 5 
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Moreover, this time-saving method is based on today’s modern 
“mechanical languages’, so the punch tape shown here can ac- 
tuate many different types of business machines, increasing still 
further the usefulness of IDP. 

Consult Bell Telephone communications specialists on IDP and 
how data processing can be integrated between offices, factories 
and warehouses. With maintenance service as close as your local 
telephone office, Bell Teletype equipment is your dependable com- 
munications component of IDP systems. 


For the booklet ‘‘Bell Teletype’s Place In Your 
IDP Program’’, write or phone (collect) to: 


MONTREAL — G. R. Zwinge, Sales Manager, 2035 
Guy St. — Tel: UN. 6-3911 


TORONTO — J. A. Capell, Sales Manager, 393 Uni- 
versity Ave. — Tel: EM. 8-3911 








